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CONGRESSIONAL BUDGET OFFICE
PROJECTIONS

WEDNESDAY, JANUARY 23, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 2:34 p.m. in room 2318,
Rayburn House Office Building, Hon. Jim Nussle (chairman of the
committee) presiding.

Members present: Representatives Nussle, Sununu, Bass, Gut-
knecht, Thornberry, Ryun, Toomey, Hastings, Schrock, Brown,
Crenshaw, Putnam, Kirk, Spratt, McDermott, Bentsen, Davis,
Clayton, Price, Clement, Moran, Moore, Capuano, Hoeffel, Holt,
and Matheson.

Chairman NUSSLE. The committee on the budget will come to
order. First of all, out of order for just a moment just by way of
explanation, we are in the Science Committee. We appreciate the
Committee on Science for lending us their room for the time being.
Our committee hearing room continues to proceed with renova-
tions. It should be completed, hopefully soon, so that the next hear-
ings that we hold, we will be back in home field advantage. We
look forward to that, but we appreciate the Science Committee for
the use of their room. Today’s hearing is intended to review the
budget and economic projections for the coming decade as esti-
mated by the Congressional Budget Office. The projections, which
will be published next week in CBO’s report of the budget and eco-
nomic outlook fiscal years 2003 to 2012, will serve as a backdrop
or context, as it typically does, for Congress’s budgetary decisions
in the coming year.

The CBO figures also provide an assessment on why large budget
surpluses projected a year ago have declined. This accounting is ex-
pected to show that most of the surplus reduction in fiscal year
2003 and over the next 10 years as a result of terrorist attacks on
the United States; the war against terrorism being waged overseas;
and the economic recession that we find ourselves in. Such conclu-
sions would be contrary to the views of administration critics who
have been repeatedly trying to blame the surplus decline on tax re-
duction measured by the enactment of the tax bill last year. The
hearing’s witness today will be Dan Crippen, the director of the
Congressional Budget Office, who will make the report on these
findings.

Before I turn it over to my friend and colleague, Mr. Spratt, let
me just make a couple of opening comments that I think need to
be made at this particular juncture. I don’t think there is any
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speech I have heard in the last couple of months that didn’t begin
with “on September 11, the world changed.” For me, I have a sim-
ple question and challenge for my colleagues: Will those changes
manage us or will we manage those changes? I believe it is incum-
bent on the United States Congress, the President of the United
States and particularly—using the leadership role of the Budget
Committee—to begin to manage those changes in the budget that
we will begin to discuss and review is the first step in making some
of those important management decisions for the changes that we
all know have to happen.

After four straight balanced budgets and half a trillion dollars
worth of debt reduction, we find ourselves in a deficit. Why? Well,
there are those who obviously cheerily blame tax relief from last
year and, in fact, have already put forward ideas on raising taxes
as a way to try and get ourselves out of the situation that we find
ourselves in. But it wasn’t taxes that got us here, and raising taxes
isn’t going to get us out of the problem that we find ourselves in,
and so let me be very clear from the outset. This budget committee
will not raise taxes as a management plan to deal with the fiscal
situation that we find ourselves in. We will do quite a bit over the
next number of years, but raising taxes is not an option, particu-
larly when we are in the middle of a recession.

In order for us to deal with the challenges, we have got to fund
America’s priorities first. That has to be job one of this budget, and
obviously, the priorities have changed since last September. We
have a war, we have a recession, and we have a national emer-
gency to deal with. The President, in his February address to the
Congress, said that there were only three individual reasons why
the United States Federal Government might have to go into def-
icit. Number one was a war. Number two, separately was a reces-
sion, and number three, separately, was the national emergency.
Because of September 11—a deepening recession that now most ex-
perts suggested started at least last spring, if not before—we now
find ourselves dealing with all three at the exact same time.

Now, I know for many reasons it will be very interesting, par-
ticularly in a political year, to try and blame policies of tax relief,
when taxes were the highest of any time since World War II, to try
and blame tax relief as a way of demonstrating how we got into
this situation. But as the report from the Congressional Budget Of-
fice suggests, that is just simply not the case. I think probably one
of the best ways to demonstrate that is by looking at where the
surplus went. So let us look at a chart, see how the Science Com-
mittee does on technology here for us. So far, so good, I guess, on
a chart that can help depict exactly where the surplus went accord-
ing to what the Congressional Budget Office is telling us. Just in
case it doesn’t come up, we use the—oh, here we go. And, boy, it
looks like a headline news. Surplus estimates drop sharply. Boy,
that isn’t news. Everyone has known that has been coming. Mr.
Spratt has been telling us that since how long ago?

Mr. SPRATT. Since you passed the tax cut.

Chairman NUSSLE. Since we are in the Science Committee, let
me state very clearly, it didn’t take a rocket scientist to come up
with that deduction, because we planned on that. We wanted that
tax cut. We felt it was important to give people back their money,
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because in a recession, when you are trying to deal with economic
changes, letting people spend their own money, not letting the gov-
ernment do that for them was job one, and that is exactly why we
passed the budget in the tax relief package from last year. As you
see, that is just a small part of the change. According to the Con-
gressional Budget Office, 1.6, almost equal to the tax cut relief over
the 10 years, came from the economy, .8 from spending, which, let
me remind my colleagues, we almost all cheerfully voted for in the
packages that were passed this fall. We have a remaining surplus
over this particular time. So, yes, the surplus has—and the surplus
estimates over the 10 years have dropped sharply. Some of it was
deliberate, and deliberate at a time when we needed a shot in the
arm for the economy, and the rest came from the economy and
spending that we all, in a bipartisan way, put forward.

In order to meet the challenges from the war, the recession and
the emergency, we need to focus on coming up with a budget to
deal with this. We are going to disagree today. I have no doubt that
there will be those who suggest that tax cuts is what got us here
and tax cuts alone. Tax increases is not how we are going to get
out of it, but we do need a plan. We have put forward, I think, a
very positive and constructive plan from the House of Representa-
tives in order to deal with this, and let me just review what we
have done.

First of all, we had a budget that prioritized in a number of dif-
ferent positive ways what America’s priorities should be. Second,
we passed protrade negotiation authority so that we could begin to
improve, renegotiate and begin to negotiate an open trade around
the country to create jobs around the world. Next was an energy
plan so that we could break the bonds of 56, 57 percent dependency
on foreign oil—much of it coming from the Middle East—and recog-
nizing that we will continue to be entangled in the Middle East as
long as we have that dependency.

And last but certainly not least, an economic stimulus package
that said that we need to deal with dislocated workers, we needed
to cut taxes for the middle class, we needed to provide benefits to
workers, and we also needed to make sure that those who did not
receive the benefits from the first tax relief package received some
benefits in this plan. We passed it twice, and we are waiting for
action; we passed an emergency plan and we are waiting for action;
we passed a stimulus plan and we are waiting for action; we
passed protrade negotiative authority and we are waiting for ac-
tion.

Where does that action need to come? From the Senate. We are
waiting. America is waiting. We have a plan to get out of this
mess. We know we are in a mess. America knows we are in a mess.
We didn’t put ourselves in that mess. We were put there by Osama
bin Laden and the number of terrorists that we are dealing with
right now, and we will deal with them, and we will reprioritize our
budget to deal with them, even as we have stated in our balanced
budget amendments in the past, and as the President has stated
in his financial address to the Congress this past year, even if it
means having to borrow for a short period of time—and I empha-
size the word “short”—in order to deal with those problems.
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So we wait for action from the United States Senate. My concern,
in watching the process thus far, is that as we look at the budget
process, I am concerned whether or not we can actually achieve a
budget through the Congress this year, and let me be very clear
about my intentions as the chairman and what I will be advocating
to the House of Representatives as we move forward. We are going
to be on time. We are going to hold the hearings. We are going to
write the document. We are going to accept the President’s rec-
ommendations, and we are going to draft a budget. And we are
going to have it done on time the way we did last year. We are
going to be prepared to negotiate and to discuss and to prioritize
with our colleagues in the Senate. But we will continue, as we have
this fall, to move in a positive direction forward for our constitu-
ents and for America if, in fact, the Senate fails to act. We will con-
tinue to move forward. We will not wait. We will not stop. We will
not falter. We will not allow the gridlock of five or six acting minor-
ity leaders in the Senate to stop our progress in the House of Rep-
resentatives. And that you can be assured of.

We realize that there will be a number of negotiations, as there
has to be, this year on priorities. We know that we are not going
to have commonality, even within our own caucuses, on exactly
what needs to be done, but we have to start moving forward, we
have to start having the votes. The House has had the votes. The
Senate needs to have those votes, and we are going to continue to
apply pressure so that America can move successfully forward to
meet the challenge that has been presented to us by the last num-
ber of months.

It is not going to be easy. We all know that. We have been home
talking to our constituents. You think this budget is hard to bal-
ance, try balancing a budget when you don’t have a job. Try and
figure out how you are going to pay for college when you are not
making any money and you are trying to work off of unemploy-
ment. Forget about it. This budget is important, as important as
any other job that we have to meet this year, but this is still about
people, and making sure that they have got the resources around
their kitchen table to deal with their home budget, their farm
budget or their small business budget. But today’s focus is on
where we are, and the good news is that we have got a projection
for where we are today. The challenge, of course, as we always talk
about with our good friend, Mr. Crippen, is that the numbers are
almost never precise.

Mr. CrIPPEN. That was kind.

Chairman NUSSLE. And it calls upon all of us to use our best
judgment as we move forward, but we appreciate the advice that
CBO is going to be giving us today.

With that, let me turn it over to my friend and colleague, Mr.
Spratt, for any opening comments he would like to make, and be-
fore he does that, all members—I ask unanimous consent that all
members be allowed to put in a statement in the record at this
point.

Mr. Spratt.

Mr. SPRATT. Thank you, Mr. Chairman.

Chairman, it was just a month ago that President Bush said that
his administration had—and quoting—brought sorely needed fiscal



5

discipline to Washington. Today the Congressional Budget Office
reports that $4 trillion of the $5.6 trillion projected surplus, $4 tril-
lion, has disappeared in a year. Last January, CBO projected a sur-
plus of $359 billion for fiscal year 2003. This January, today, CBO
projects a deficit of $14 billion, a wing from a surplus of $359 bil-
lion to a deficit of $14 billion, a reversal of almost $400 billion in
1 year. Surely the biggest budgetary reversal in the history of this
country. If this is fiscal discipline, it has an odd bottom line.

The chairman said it. I repeat it. War and recession and tax cuts
have overtaken the budget, and I think that adhering to this budg-
et, the budget that was passed by resolution last year in the face
of this report, isn’t fiscal discipline. It would be fiscal denial. I don’t
want to be in the role of saying I told you so, but a lot of the things
that are laid out in this report and will be testified to by Dr.
Crippen today confirm our concerns that we have expressed about
the Republican budget for an entire year. First of all, the fragility
of these surpluses. In 1 year, $4 trillion of the unified surplus has
vanished, and the on-budget surplus has become an on-budget def-
3:1}:_ That is a fact. The on-budget surplus has become an on-budget

eficit.

Now, that is important. Dr. Crippen will talk consistently about
the total surplus, the total deficit, but the number that matters
most to us, if we abide by the law, is the on-budget surplus, the
surplus in our budget exclusive of Social Security. Why? When I
was here 10, 12 years ago, we all voted for a law that took Social
Security off-budget and made it an independent account. Secondly,
if we want to abide by our promise as represented by the lock box
that we touted so much over the last 2 years, not to borrow and
spend the Social Security surplus, but to save the surplus and to
use it only for Social Security purposes or for buying up out-
standing debt held by the public, then the number that we must
target and look at and be concerned about is the on-budget surplus
number, and as I said, for all practical purposes, for every year
throughout this forecast, the on-budget surplus is gone.

So the problem is not so much where we are. We can’t do much
about that. The problem is where we are going. As you look out
over time, the horizon and over the horizon, particularly after 2008,
when the baby boomers retire and begin to draw their Social Secu-
rity benefits.

Now, I am not here to tell you that the tax cut is the sole and
only cause of the problem. It is not. We advocated a smaller tax
cut ourselves last year, about half the size that was actually
passed. We certainly aren’t for raising taxes now in the middle of
a recession. I want to make that clear. We are not here to claim
that the tax cut is the only cause of the vanishing surplus. But it
is one of the causes, as the chart that is now before you shows. You
can’t see the colors clearly on this. Or at least I can’t. I am red,
green color-blind but

Chairman NUSSLE. I will interpret it for you.

Mr. SPRATT. You can see that the surplus was a major factor last
year. That is because of the tax rebate. It is a minor factor this
year and next year, but over time each year it stairsteps upward.
In 2010, it drops down again, but that is for a reason that we all
know won’t be applicable. This tax bill—in order to shoehorn as
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much as possible into the limits of a $1.35 trillion allocation, has
a very improbable feature to it, a sunset. All of the tax provisions
that implement steadily over time are suddenly repealed in the
year 2010. Now, that is not going to happen. Politically, it is not
going to happen. I know it, whether I am here or not, in 2010, it
is not going to happen, and if you assume that it doesn’t happen,
that the sunset won’t be repealed, then those stairsteps keep going
upward, and the surplus for the 10-year frame of time, assuming
the repeal of the repealer, the recession of the sunset, constitutes
more than 50 percent of the cause for the disappearance of the uni-
fied surplus.

This makes a mockery of all of our rhetoric about a lock box, be-
cause what we are going to be doing over the next number of years,
probably for the full time frame that is forecast here, is dipping
into Social Security again. First of all, we are going to spend all
of Medicare. Now, Mr. Chairman, I know that you made an earnest
statement last year when Mr. Daniel was here, and he would not
disavow the intent to spend some of the Medicare trust fund. You
proposed spending some of the Medicare trust fund, building up
over the next 10 years, for Medicare prescription drugs. Well, let
me tell you, we are going to spend all of it and not for Medicare,
not for prescription drugs. We are going to spend it to run the basic
operations of the United States Government, all of it. And we are
probably going to dip into Social Security to at least half the trust
fund. I don’t think that is a radical proposal at all.

So after all of this earnest talk about this lock box—and it was—
the core idea of which was a good idea, that we would begin to use
the Social Security surpluses as a mechanism for increasing net na-
tional saving, and we would lay the basis on a bipartisan basis for
the first step toward this long run solvency of Social Security is out
the window, unless this budget is significantly changed.

One small item. Over the last 3 or 4 years, we have had a divi-
dend that has barely been seen, but it has been realized as we have
been allocating and appropriating out of our budget, and that is the
decline in net national interest payments by 20, $30 billion for a
period of 3 or 4 years, they have staircased downward. As a result
of the consequences of this budget built into this budget, we are
going to see an increase of over a trillion dollars, in the interest
pflyments of this Federal Government on its debt over this period
of time.

Now, let me say that the numbers we are talking about are a
current services, current policy baseline. They don’t include an
awful lot of things that are in the pipeline on the agenda and are
likely to be beyond this year or next year or in the very near fu-
ture. For example, Mr. Chairman, the farm bill, that is not in-
cluded in this baseline. We don’t have anything for natural disas-
ters, not fully affected in this baseline. We don’t have a full in-
crease in defense. I heard today that the defense increase will be
at least $30 billion, maybe $40 billion, for the Department of De-
fense alone. This assumes less than half of that amount.

This is a current services baseline before we have done anything
additional in the way of spending initiatives or anything additional
in the way of additional tax cuts. And they are coming, too. You
all know the expiring tax provisions. You all know we have got a
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huge problem with the individual alternative minimum tax that we
will have to fix sooner or later, and you have got, as I said, the re-
pealer at the tail end of your tax cut, which itself will be rescinded
before it is all over with, and that will add $373 billion or take
away $373 billion from the bottom line here.

So what we are looking at here is as good as it gets, and as a
result, what we are going to see is the on-budget surplus, that most
important number of all, the one that we should really be tar-
geting, we are going to see it decline from $3.1 trillion just last
January. It already dropped $846 billion by August. As a result of
what we are baselining—what we have here today—there you go.
Well, there it is right there, in simple language, $3.1 to $742 billion
deficit over that period of time. This is a dire situation, and I hope,
Mr. Chairman, that we can do our business on time, but I would
like to think that we could somehow come to the table. Everybody
would come to the table, and everything would be on the table, be-
cause this budget needs major work, or we are going to be faced
with dire consequences for years and years to come.

Dr. Crippen, welcome, and I look forward to your testimony.

Chairman NUSSLE. Welcome CBO Director Dan Crippen again to
the Budget Committee. We welcome you, look forward to your testi-
mony. You may proceed. Your entire report will be made part of
the record and your testimony and you may proceed as you see fit.
Welcome.

STATEMENT OF DAN L. CRIPPEN, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Mr. CrIPPEN. I am gratified to be here for a number of reasons.
I am also——

Chairman NUSSLE. You may need to push a button up there. I
am not sure.

Mr. CrIPPEN. Did that do anything?

Chairman NUSSLE. No.

Mr. CrIPPEN. How’s that?

Chairman NUSSLE. There you go. Thank you.

Mr. CrIPPEN. I started to send an appreciative comment also on
where I am sitting. You could have put me underneath that thing,
which I think has a cable and a winch, and you could—anyway.

Mr. Chairman, Congressman Spratt, and other members of the
committee, I appreciate the opportunity to represent CBO this
afternoon, presenting our current assessment of the economic and
budget outlook. I might say, as I did this morning, that I am here
to reveal the worst-kept secret in Washington. Our surplus esti-
mates of a year ago have diminished. As many of your colleagues
said this morning as well, what a difference a year makes. I have
often heard that a year in politics is an eternity, but it turns out
that a year in economics is also a long time.

As you are all aware, the results we present today, as Mr. Spratt
just said, are our current best estimate for the economy over the
next 10 years and the associated budget outlook, but with no policy
changes. No increase in spending for the war on terrorism or for
homeland defense, no additional spending for farm programs, no
additional reduction in taxes for stimulus beyond that under cur-
rent law. No renewal of expiring tax provisions.
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These first two charts attempt to illustrate graphically and nu-
merically what has happened to the projected surpluses and why
our projections have changed (see figures 1 and 2). Now, the gross
numbers here both of you have already addressed. The outlook for
surpluses over the next 10 years has gone from $5.6 trillion to $1.6
trillion over the same period, obviously a reduction of $4 trillion.
The primary causes of that decline, the diminished performance of
the economy and the passage of legislation, vary in importance over
the 10-year period.

@ Why CBO's Budget Projections Changed
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In the near term, the biggest change since last January is clearly
the economy. Instead of the 3.4 percent real growth in gross domes-
tic product (GDP) we forecast a year ago—which was at the time
similar to most other forecasts—we now expect GDP to grow less
than 1 percent this year. As a result of that change in economic
circumstances and the mostly related technical adjustments that go
along with it, the balance for our current fiscal year will be some-
thing like $240 billion less than we forecast a year ago.

Legislation enacted since last January will further reduce bal-
ances this year by nearly $90 billion—not counting debt service—
one-third of which is in reduced revenues and two-thirds in in-
creased outlays. Combined, those changes amount to a swing of
over $300 billion, and they alter our forecast from roughly a $300
billion surplus to a $20 billion deficit. A similar pattern exists for
the budget year 2003, with a resultant small deficit of $14 billion.
By 2004, under current policies, we forecast the emergence of uni-
fied surpluses, with on-budget surpluses developing again near the
end of the decade.



Why CBO's Budget Projections Changed

(In billions of daollars)

2002 2002-2011

January 2001 Projection 313 5,610

Legislative Changes

Tax Law 3B 1,275
Defense Appropriations -33 =301
Mondef ropriations -11 =249
Deabt Service and Other Costs 2 -595
Subtota 99 2,420
Economic Changes -148 929
Technical Changes -84 -G60
Total Changes 333 -4,008

January 2002 Projection -21 1,602
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Our projection of changes in the second half of the next 10 years
show somewhat the reverse pattern. Changes in legislation have a
more important impact than changes in the economy. By 2011,
changes in law since last January directly reduce the surplus that
we estimated last January by just under $200 billion, $120 billion
from revenue and $63 billion from spending. Changes in the eco-
]I;olrlnic outlook and technical changes account for an additional $124

illion.

Over the 10 year period from 2002 through 2011, then, changes
account for 40 percent of the diminution in surpluses, whereas leg-
islative changes account for 60 percent.

This recession, Mr. Chairman, and its effects on the budget have
been unusual in several respects. First, the downturn was precip-
itated not by the usual circumstances of demand outstripping sup-
ply, causing inflation and a subsequent tightening of monetary pol-
icy. Rather, this time a precipitous drop-off in capital spending and
inventories by corporations of all types, but especially for IT prod-
ucts, caused about three-quarters of the decline in GDP growth. Al-
though the increase in consumer spending slowed, it remained a
source of strength through much of last year.

Second, what has been characterized as an over-investment was
accompanied by a marked decline in equity markets, especially for
high-tech stocks, which, in turn, meant fewer capital gains, slow-
downs in gains realization, and therefore in capital gains revenues.

Third, the attacks of September 11 probably exacerbated the re-
cession we were already in, and while most of the initial impact
seems to have worn off, at least some industries, such as airlines,
have not recovered. The possibility of future terrorist attacks has
increased uncertainty and led to a significant and growing level of
expenditure on security.
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Fourth, our current economic projections alone would not have
reduced revenues as much as was implied by this overall forecast.
Revenue collections at the moment are running lower than ex-
pected, even given the current level of anemic growth. There are
some phenomena here we simply don’t fully understand. They may
be temporary or permanent, but they are permanently built into
this forecast.

Finally, while not directly related to the downturn, the Bureau
of Economic Analysis has simultaneously and substantially reduced
its estimates of for the previous three years, which, in turn, low-
ered the base and the expected growth of the economy in the fu-
ture.

Given the nature of this recession, that is, the dearth of capital
spending, the economy will likely be slow to recover even after it
bottoms out. Only when consumption and inventory needs to strain
current capacity, will it be profitable to invest again in capital
stock, and only then will growth in the economy resume its 3 per-
cent potential rate.

Mr. Chairman, I am sure the committee has many questions
about this forecast and its implications for policy, and I don’t want
to try to anticipate them in my statement. Before I relinquish the
floor, I feel compelled once again—as I normally do—to remind ev-
eryone that the 10-year period in our baseline will only begin to
touch on the era of what is likely to be the largest actual real, not
merely projected, fiscal swing in our history.

The retirement of my generation will double the number of retir-
ees receiving Federal benefits, while the workforce that must sup-
port us and must pay our benefits will grow only nominally. What
this means, I believe, is found in this poor chart I drag around with
me everywhere I go, mainly that these three programs—Social Se-
curity, Medicare and Medicaid—will consume more than twice as
much of the economy as is presently the case (see figure 3).
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Projected Federal Spending for Social
Security, Medicare, and Medicaid

As a Percentage of GDP
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There are a number of important implications to take away from
this graph. First, there are really only two moving parts to the pic-
ture. Spending on the elderly, which is the numerator, and the size
of the economy, which is the denominator. While the operation of
the trust funds is not wholly irrelevant, the most important thing
we can do for our children and grandchildren is to grow the econ-
omy, not the trust funds, and perhaps accept lower benefits for our-
selves.

When the day comes to collect my Social Security, it matters less
how the cash that I will spend is generated, but how much of what
my kids are producing I will demand they hand over to me. Wheth-
er it is financed by taxes on them, or providing less of other govern-
ment programs for them, it will be my kids nonetheless, who pays
my benefit.

Finally, this growing wedge will consume nearly the resources we
now expend for all Federal programs. That means, quite simply,
that other programs will need to be cut, taxes raised, or debt issued
to the tune of nearly 10 percent of GDP.

As the next chart illustrates, since World War II the average
Federal tax take has been 18 percent of GDP (see figure 4). Even
with last year’s tax cut, revenues will remain well above that aver-
age. Put more starkly, the extremes here are quite clear. One of
them will be that we would have to raise taxes to about 30 percent
of GDP to pay for benefits. Another way to look at this, and I don’t
think you have an electronic version of this last chart, is the debt
levels that might be required to sustain the current Federal budg-
et, along with the increases in Social Security, Medicare and Med-
icaid (see figure 5).
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Almost any fiscal scenario one could envision, which is an in-
crease or decrease from the baseline on debt, will, before too long,
become unsustainable. The highest point ever, which was reached
in World War II, is the horizontal line of a little more than 100 per-
cent of GDP—or where Japan finds itself now—but it won’t take
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long before we would exceed that highest ever level if we were to
issue debt.

The result here, if you look at extreme solutions, is that we will
have to increase borrowing by a very large and likely unsustainable
amount, raise taxes to 30 percent of GDP from 19 percent of GDP
currently, or eliminate most of the rest of the government as we
know it. None of those are very palatable. Some combination of
them is likely, but we need to take action as soon as we can to ad-
dress what we only see now as the tip of the proverbial iceberg.
With that, Mr. Chairman, I will retire.

Chairman NUSSLE. Not yet. You can stop, but you don’t need to
retire yet.

[The prepared statement of Dan L. Crippen follows:]

PREPARED STATEMENT OF DAN L. CRIPPEN, DIRECTOR, THE CONGRESSIONAL BUDGET
OFFICE

Mr. Chairman, Congressman Spratt, and members of the committee, I am pleased
to be here today to discuss the current outlook for the budget and the economy. The
Congressional Budget Office (CBO) will release its report on that topic, The Budget
and Economic Outlook: Fiscal years 2003—2012, on January 31. My testimony today
will summarize that report.

The economic recession and recent laws have combined to sharply reduce the
budget surpluses projected a year ago. In January 2001, CBO projected that under
the laws and policies then in force, the Federal Government would run surpluses
in fiscal years 2002 through 2011 totaling $5.6 trillion.? In CBO’s new projections,
that cumulative surplus has fallen to $1.6 trillion—a drop of $4 trillion (see Table
1 on page 7).

About 60 percent of that decline results from legislation—the tax cuts enacted in
June and additional discretionary spending—and from its effect on the cost of pay-
ing interest on the Federal debt. Changes in the economic outlook and various tech-
nical revisions since last January account for the other 40 percent of that decline.

For both 2002 and 2003, CBO now projects that, instead of surpluses, the total
budget will show small deficits, if current policies remain the same and the economy
follows the path that CBO is forecasting. In 2001, by contrast, the Federal Govern-
ment recorded a surplus of $127 billion (see Table 2).

The deficit projected for this year—$21 billion—represents a change of more than
$300 billion from last January’s projection. Over 70 percent of that reduction results
from the weak economy and related technical factors, which have considerably low-
ered the revenues expected for this year and next.

For the current 10-year projection period, 2003 through 2012, CBO estimates a
total surplus of nearly $2.3 trillion. However, almost half of that total comes from
the surpluses projected for 2011 and 2012—the last 2 years of the projection period
and thus the most uncertain. The surpluses for those years also reflect the sched-
uled expiration in December 2010 of the tax cuts enacted last June.

In CBO’s new baseline, the off-budget accounts (which reflect the spending and
revenues of Social Security and the Postal Service) run surpluses throughout the
projection period. In the on-budget accounts, by contrast, surpluses do not reemerge
until 2010.

CBO’s baseline projections are intended to serve as a neutral benchmark against
which to measure the effects of possible changes in tax and spending policies. They
are constructed according to rules set forth in law and long-standing practices and
are designed to project Federal revenues and spending under the assumption that
current laws and policies remain unchanged. Thus, these projections will almost cer-
tainly differ from actual budget totals: the economy may not follow the path that
CBO projects, and lawmakers are likely to alter the nation’s tax and spending poli-
cies. Therefore, CBO’s baseline should be viewed not as a forecast or prediction of
future budgetary outcomes but simply as the agency’s best judgment of how the
fconomy and other factors will affect Federal revenues and spending under current
aw.

1That projection appeared in Congressional Budget Office, “The Budget and Economic Out-
look: Fiscal Years 2002—-2011” (January 2001).
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THE BUDGET OUTLOOK

If current policies remain in place, CBO projects, the budget will be in deficit for
the next 2 years. Those deficits are expected to be quite small, amounting to only
0.2 percent of the nation’s gross domestic product (GDP) in 2002 and 0.1 percent
of GDP in 2003. After that, surpluses are projected to reemerge and gradually in-
crease.

For the 5 years from 2003 through 2007, CBO projects a cumulative surplus of
$437 billion. That figure represents off-budget surpluses totaling more than 51 tril-
lion offset by on-budget deficits that add up to $617 billion. For the 10-year period
through 2012, the total budget surplus under current policies is projected to ap-
proach $2.3 trillion. Again, that amount is made up of surpluses in Social Security
($2.5 trillion) offset by a cumulative on-budget deficit ($242 billion). Without the
scheduled expiration of tax-cut provisions in 2010, the total 10-year budget surplus
would fall to $1.6 trillion.

The total surplus is projected to equal 1 percent of GDP by 2006 and grow to 3.7
percent of GDP by 2012. Estimates of large surpluses should be viewed cautiously,
however, because future economic developments and estimating inaccuracies could
change the outlook substantially. In addition, future legislative actions are almost
certain to alter the budgetary picture.

Changes in the Past Year

As an illustration of how quickly the budget outlook can change, CBO’s projection
of the cumulative surplus for 2002 through 2011 has plunged by $4 trillion in just
1 year (see Table 1).2 Some $2.4 trillion of that drop can be attributed to legislative
actions. The legislation with the largest effect was the Economic Growth and Tax
Relief Reconciliation Act of 2001, enacted in June. That law is estimated to reduce
surpl)uses by nearly $1.3 trillion over 10 years (not including associated debt-service
costs).

Additional discretionary spending since last January accounts for another $550
billion reduction in the projected surplus for the 2002-2011 period. That amount
stems from both regular and supplemental appropriations. CBO’s January 2001
baseline assumed that discretionary budget authority for 2002 would total $665 bil-
lion. 3 The actual amount appropriated for 2002 in the 13 regular appropriation acts
totaled $691 billion. In addition, the Congress and the President enacted $20 billion
in supplemental budget authority in December as part of their response to the ter-
rorist attacks of September 11—thereby generating a total of $711 billion in budget
authority for 2002, $45 billion more than CBO assumed last January.

Under the provisions of the Balanced Budget and Emergency Deficit Control Act
of 1985, CBO’s baseline assumes that annual appropriations for discretionary pro-
grams continue at their current level, increasing only by the rates of inflation pro-
jected for each year. As a result of the appropriations enacted for 2002, projections
of discretionary spending in the current baseline begin at a level that is $45 billion
higher than a year ago.

Furthermore, two supplemental appropriation laws enacted in fiscal year 2001—
one for defense personnel and readiness programs and another in immediate re-
sponse to the attacks of September 11—will generate outlays totaling around $25
billion in 2002 and beyond. However, budget authority from actions in 2001 is not
carried forward into the baseline projections for future years because those appro-
priations occurred before the current year.

Overall, legislated reductions in revenues, additional discretionary spending, and
other laws with smaller budgetary effects have reduced projected surpluses—and
thereby increased the government’s borrowing needs—by $1,858 billion for 2002
through 2011. That increased borrowing is projected to result in an extra $562 bil-
lion in net interest costs over the 10-year period.

Changes in the economic outlook since January 2001 account for another $929 bil-
lion decline in the 10-year surplus. About three-quarters of that total reflects lower
revenue projections, mostly resulting from the substantially weaker economic
growth expected in the near term and the slightly lower average growth rates pro-
jected for the following several years. Much of the rest of the decline attributable
to the economic outlook represents additional debt-service costs resulting from the
reduction in anticipated revenues.

2 About 45 percent of that reduction results from changes made since CBO issued its updated
“Budget and Economic Outlook” in August. The drop since August totals $1.8 trillion and is at-
tributed, in relatively equal measures, to legislative, economic, and technical changes.

3That figure was calculated by assuming that the amount appropriated for the base year of
2001 would grow at specified rates of inflation.



15

Technical changes—those not driven by new legislation or by changes in CBO’s
economic forecast—have reduced the projected 10-year surplus by a total of $660 bil-
lion since last January. As with the economic changes, revenues account for over
75 percent of the technical changes, and debt service accounts for much of the rest.
The technical changes to revenues stem primarily from revised projections of capital
gainshrealizations and adjustments for lower-than-expected tax collections in recent
months.

Homeland Security

Since the attacks of September 11, Federal agencies, State and local governments,
and the private sector have perceived a heightened threat to the United States and
a need to commit more resources to homeland security. On the Federal level, legisla-
tion following the attacks increased the budget authority provided for such security
from $17 billion in 2001 to $22 billion for 2002. What level of resources to commit
to homeland security will undoubtedly be a key issue as the Congress and the Presi-
dent make decisions about spending and other policies this year.

The Outlook for Federal Debt

In the January 2001 Budget and Economic Outlook, CBO estimated that Federal
debt held by the public would reach a level in 2006 that would allow the Treasury
to retire all of the debt available for redemption. At that time, CBO also projected
that the statutory ceiling on all Federal debt (which includes debt held by govern-
ment accounts) would not be reached until 2009. Now, CBO estimates that debt held
by the public will not be fully redeemed within the 10-year projection period and
that the current debt ceiling will be reached in the next few months. Nevertheless,
if the surpluses projected in the current baseline materialize, debt held by the public
will fall to about 15 percent of GDP in 2010—its lowest level since 1917.

THE ECONOMIC OUTLOOK

In CBO’s opinion, the most likely path for the economy is a mild recession that
may already have reached its nadir. CBO expects the annual growth rate of real
(inflation-adjusted) GDP to accelerate from —0.2 percent in 2001 (measured from
the fourth quarter of calendar year 2000 to the fourth quarter of 2001) to 2.5 per-
cent in 2002 and to accelerate further to 4.3 percent in 2003.

CBO believes, some unusual features of the current recession will cause it to be
mild. Chief among those features are the rapidity of policymakers’ responses, the
moderating behavior of prices, and an early reduction in businesses’ inventories. In
less than 1 year, the Federal Reserve has cut the Federal funds rate 11 times—from
6.5 percent to 1.75 percent. Also, the tax cuts enacted in June prevented consump-
tion from slowing more than it might have otherwise, and additional Federal spend-
ing in response to the terrorist attacks will boost GDP in 2002. Lower prices for oil
and natural gas and mild price increases for other items are supporting consump-
tion by boosting real disposable income. Furthermore, businesses began to reduce
inventories earlier in this recession than they did in past downturns, which may
mean that fewer cuts in inventories remain than at this stage of the typical reces-
sion.

CBO projects that weak demand in the short run will translate into weak employ-
ment, pushing the unemployment rate higher for the next several quarters while
restraining inflation. With growth of real GDP near zero early this year, the unem-
ployment rate is expected to increase to 6.1 percent in calendar year 2002 from 4.8
percent last year (see Table 3). The rate of inflation faced by consumers is forecast
to fall from 2.9 percent last year to 1.8 percent in 2002. Lower oil prices account
for most of the projected decline in inflation, although the recession also plays a
role. As oil prices stabilize in CBO’s forecast, inflation bounces back to 2.5 percent
in 2003.

Looking out through 2012, CBO expects the growth of real GDP to average 3.1
percent during the 2002-2012 period—roughly the same as it projected last January
for the 2002—2011 period. Nonetheless, the level of real GDP is lower each year than
in last January’s projections, primarily because actual GDP ended up much lower
in 2001 than CBO had expected a year ago.

UNCERTAINTY OF THE PROJECTIONS

CBO’s baseline projections represent the midrange of possible outcomes based on
past and current trends and the assumption that current policies do not change. But
considerable uncertainty surrounds those projections for two reasons. First, future
legislation is likely to alter the paths of Federal spending and revenues. CBO does
not predict legislation—indeed, any attempt to incorporate future legislative
changes would undermine the usefulness of the baseline as a benchmark against
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which to measure the effects of such changes. Second, the U.S. economy and the
Federal budget are highly complex and are affected by many economic and technical
factors that are difficult to predict. As a result, actual budgetary outcomes will al-
most certainly differ from CBO’s baseline projections.

In view of such uncertainty, the outlook for the budget can best be described as
a fan of probabilities around the point estimates presented as CBO’s baseline (see
Figure 1). Not surprisingly, those probabilities widen as the projection period ex-
tends. As the fan chart makes clear, projections that are quite different from the
baseline have a significant probability of coming to pass.

THE LONG-TERM OUTLOOK

Despite the sizable surpluses projected for the later years of CBO’s 10-year budget
outlook, long-term pressures on spending loom just over the horizon. Those pres-
sures result from the aging of the U.S. population (large numbers of baby boomers
will start becoming eligible for Social Security retirement benefits in 2008 and for
Medicare in 2011), from increased life spans, and from rising costs for Federal
health care programs. According to midrange estimates, if current policies continue,
spending on Social Security, Medicare, and Medicaid combined will nearly double
by 2030, to almost 15 percent of GDP.

Taking action sooner rather than later to address long-term budgetary pressures
can make a significant difference. In particular, policies that encourage economic
growth—such as running budget surpluses to boost national saving and investment,
enacting tax and regulatory policies that encourage work and saving, and focusing
more government spending on investment rather than on current consumption—can
help by increasing the total amount of resources available for all uses.
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Table 3.—CB0’S ECONOMIC FORECAST FOR 2002 AND 2003

Estimated Forecast
2002 2003

Fourth Quarter to Fourth Quarter (Percentage change):

Nominal GDP 1.7 42 6.5

Real GDP —0.2 25 43
Calendar Year Average:

Real GDP (Percentage change) 1.0 0.8 41

Consumer Price Index (Percentage change) ! 2.9 1.8 2.5

Unemployment Rate (Percent) 48 6.1 59

Three-Month Treasury Bill Rate (Percent) 34 2.2 45

Ten-Year Treasury Note Rate (Percent) 5.0 5.0 5.5

1 The consumer price index for all urban consumers.

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis; Department of Labor, Bureau of Labor Statis-

tics; Federal Reserve Board.

Budget Surplus Under Current Policies

Trillions of Dollars

i
0.8 |

| 0.6 |

1.0

'0.6 1 | 1 L L
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percent that they will fall within the whole shaded area.

1997 1999 2001 2003 2005

Un;rt_a-inty in CBO's Projections of the Total

2007

CRO Oullook {1-02

Note.—This figure shows the estimated likelihood of alternative projections of the surplus
under current policies. The calculations are based on CBO’s past track record. CBO’s baseline
projections fall in the middle of the darkest area. Under the assumption that policies do not
change, the probability is 10 percent that actual surpluses will fall in the darkest area and 90

Actual surpluses will of course be affected by legislation enacted during the next 10 years,
including decisions about discretionary spending. The effects of future legislation are not in-

cluded in this figure.

An explanation of how this probability distribution was calculated will appear shortly on

CBO’s Web site (www.cbo.gov).
Source: Congressional Budget Office.
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2001 THROUGH 2011

Esti-d Forecast Projected Annual Average
rggtoel 2002 2003 2004-2007 2008-2011
Nominal GDP (Billions of Dollars)
January 2002 10,193 10,422 11,063 113,639 216,676
January 2001 10,446 11,029 11,623 114,100 217,132
Nominal GDP (Percentage change)
January 2002 3.2 2.2 6.1 5.4 5.2
January 2001 4.7 5.6 5.4 49 5.0
Real GDP (Percentage change)
January 2002 1.0 0.8 41 3.3 3.1
January 2001 2.4 34 33 3.0 31
GDP Price Index (Percentage change)
January 2002 2.2 14 2.0 2.0 2.0
January 2001 2.3 2.1 2.0 1.9 1.9
Consumer Price Index3 (Percentage change)
January 2002 2.9 1.8 2.5 2.5 2.5
January 2001 2.8 2.8 2.7 2.5 2.5
Unemployment Rate (Percent)
January 2002 48 6.1 5.9 5.2 5.2
January 2001 4.4 45 45 4.8 5.2
Three-Month Treasury Bill Rate (Percent)
January 2002 3.4 2.2 45 49 49
January 2001 48 49 5.0 4.9 4.9
Ten-Year Treasury Note Rate (Percent)
January 2002 5.0 5.0 5.5 5.8 58
January 2001 49 5.3 5.5 5.7 5.8
Tax Bases (Percentage of GDP)
Corporate book profits
January 2002 6.9 6.1 7.0 7.9 8.1
January 2001 89 8.5 8.4 8.1 8.0
Wages and salaries
January 2002 50.0 50.3 50.1 493 48.9
January 2001 482 48.2 48.2 18.1 48.0

Notes.—CBO's January 2001 projections for GDP and its components were based on data from the national income and product accounts

before the accounts were revised in July 2001.
Percentage changes are year over year.
! Level of GDP in 2007.
2 Level of GDP in 2011.

3 The consumer price index for all urban consumers.

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis; Department of Labor, Bureau of Labor Statis-

tics; Federal Reserve Board.
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o Why CBO's Budget Projections Changed
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o Why CBO's Budget Projections Changed
(In billions of dollars)

January 2001 Projection M3 5610
Legislative Changes
Tax Law -38 -1,275
Defense Appropriations =33 =301
Nondefense Appropriations A1 249
Debt Service and Other Costs _-8 _-ha5
Subtotal -0 -2,420
Economic Changes -148 -029
Technical Changes _-94 660
Total Changes -333 -4,008
January 2002 Projection -21 1,602
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@ Debt in Three Fiscal Policy Scenarios
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Chairman NUSSLE. Let me start with the basics again, and just
to cover your principal reasons for the decline of the projected sur-
pluses, you suggested were, number one, economic factors, and that
was to the tune of how much?

Mr. CriPPEN. Of the 10-year total, it is 40 percent.

Chairman NUSSLE. 40 percent.

Mr. CRIPPEN. For the first year, it is most of it. It is $240 billion
out of the $300 billion.

Chairman NUSSLE. All right. The second reason for increased
spending and, at least that which you can—because you are not
factoring into this some of the items Mr. Spratt was talking about,
many of us know are on the horizon, but you don’t take those into
consideration. Most of that spending was, as I recall—and correct
me if I am wrong—but the emergencies, the war and added secu-
rity.

b Mr. CRIPPEN. Yes, mostly. There were some increases before that,
ut, yes.

Chairman NUSSLE. And finally—go ahead.

Mr. CrIPPEN. That was about 20 percent of the 10-year change.

Chairman NUSSLE. So 40 percent for the economy over 10 years,
20 percent for increased spending over the 10 years, and the tax
cut would be——

Mr. CrIPPEN. The rest of it, the 40 or so percent that is left.

Chairman NUSSLE. According to Mr. Spratt’s comments to start
with, it appears that at least on the House side, the Democrats
have taken taxes off the table as one of the possible solutions, and
obviously we have. We have made that very clear. In fact, we are
very deliberate about taking taxes off the table. That’s why the
taxes are back on the kitchen table and not out here on the com-
mittee table.
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So having said that, what are our options for solutions? If the
Republicans say we are not going to repeal the tax cut, and in fact
we are looking for other ways to stimulate the economy, and the
Democrats are suggesting that taxes are off the table, and we are
not going to increase taxes, where do we find a solution to getting
us back into surpluses in the short term or long term?

Mr. CrIPPEN. Well, in the short term, there aren’t many places
to go. If you define the problem as the budget not being balanced,
then either you raise revenues or cut spending. In a weak economy,
of course, most of us would believe that running a deficit is not nec-
essarily a bad thing, that the economy could probably use a bit of
stimulation now, and it may be in the pipeline. It may be that we
have already turned the corner. Nonetheless, deficits aren’t inher-
ently evil when it comes particularly to a weak economy. In the
long run, I would argue, what we need to keep our eye on is not
so much the balance, particularly of any given trust fund, but rath-
er the size of the economy, and the commitments we are making
for our children. For many of these issues, the best way certainly
for economists to view it is to look at how much of the economy we
are consuming. In that case, there are only two things you can ad-
just: spending and the size of the economy.

So, in the short run, there is not much you can do, perhaps that
you want to do. In the long run, you could grow the economy and
grow the revenue base in addition to doing other things.

Chairman NUSSLE. Let me focus then on spending. The baseline
that you have presented today assumes that the $20 billion of
emergency spending that we approved after September 11 will con-
tinue in the baseline indefinitely. Even though none of—well, very
little of that, most of it, was not intended to be any more than a
one-time expense. Could you explain the reason why CBO puts that
$20 billion into the baseline? I mean, if we are looking for places
for spending, that may be one of the areas that we can focus on.

Mr. CrIPPEN. It is. There were, of course, two appropriations of
$20 billion each last year. One was appropriated for 2001. The sec-
ond, as you are referring to here, is for 2002. The rules of the road
require us to take 2002 appropriations, including this $20 billion,
and simply inflate it over the baseline, period. So the $20 billion
is added by requirement of the way the rules are written.

I am not sure you would want CBO in the business of saying
what is or isn’t a one-time expenditure, but as you suggest, only
about $3 billion as I recall, $2.8 billion or something like that went
to defense in Afghanistan. The rest went to FEMA and other agen-
cies, some of it undoubtedly for ongoing activation to counter for
bioterrorism, perhaps, and other things. But some of it, like clean-
ing up New York City, might be for one-time expenditures, so you
are absolutely right. You want to look at what is in the so-called
baseline that you would be able to allocate to other things.

Chairman NUSSLE. Finally, and there are a number of members
that have questions, so I will limit mine to the 5 minutes. The stat-
utory debt limit comprises both of debt in the private sector and
the intergovernmental debt, debt held by the public, debt held by
the government, as is typically said. You indicated that the debt
is—subject to debt limits, is going to be increasing. Which kind of
debt is mainly responsible for the increases over increasing the
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debt subject to the limit over the past 3 or 4 years, and what does
that look like going into the future?

Mr. CRIPPEN. Most of the increase on debt—in fact, all of the in-
crease of the past few years—have been due to intragovernmental
debt, that is debt held by other parts of the government; trust
funds in particular. Debt held by the public has actually gone down
over the past four years. So what has been increasing has been
debt held by government accounts to the transfers to trust funds
and other Federal accounts. We will have to borrow again from the
public, if our projections are right, for the next year or two at least,
small amounts hopefully. Then any increase during that time and
thereafter almost by definition will be in the government accounts
the debt owed to government accounts will be growing, not the debt
owed to the public. So it is mostly found in trust funds. The Social
Security surplus gets translated into Social Security—or debt held
by the Social Security system, which goes into the gross debt num-
ber, for example.

Chairman NUSSLE. So boiling it down, one of the biggest chal-
lenges we have is to answer the question, are we willing to borrow
from the public for a short period of time to deal with the war, the
emergency, the recession, some of our priorities, if, in fact, taxes
are off the table? And as I said, to make it very clear, taxes are
off the table. We have been hearing rumbling that there is a table
where some taxes might still be on, but we hear that table evi-
dently doesn’t exist over here. It will be very interesting to see
where that table exists.

So with that, I will turn it over to my friend, Mr. Spratt.

Mr. SPRATT. Dr. Crippen, on page 2 of your testimony, you say
that if current policies stay in place, the budget will be in deficit
for the next 2 years, and by that you mean the unified budget?

Mr. CRIPPEN. I do.

Mr. SPRATT. All accounts of the government included?

Mr. CRIPPEN. Yes.

Mr. SPRATT. Now, what I call the basic budget, excluding Social
Security, the main and largest trust fund account, will bear a def-
icit, however, for a number of years, in fact through 2009, will it
not?

Mr. CRIPPEN. Yes.

Mr. SPRATT. So, for most of the years in your forecast, there is
an on-budget deficit, and if we——

Mr. CRIPPEN. Yes.

Mr. SPRATT. Do you know what the consequences are if we as-
sume, which I think is practical to assume, that the sunset provi-
sion in the Tax Act is repealed, what then will be the effect? Won’t
we have on-budget surpluses for the full 12-year period you have
laid out here?

Mr. CRIPPEN. I believe that’s correct. The numbers aren’t the
most current because the Joint Committee on Taxation hasn’t re-
estimated on the basis of our new baseline, but it looks like expir-
ing provisions of revenues would add $162 billion or thereabouts in
2011 and $268 billion in 2012.

Mr. SPRATT. 162 plus 268?

Mr. CriPPEN. [Witness nodded head.]
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Mr. SPRATT. So that would put us in on-budget deficit for the
whole time period through 2012?

Mr. CRIPPEN. Yes.

Mr. SPRATT. 168 plus 2——

Mr. CRIPPEN. 68.

Mr. SPRATT. 268.

Mr. CRIPPEN. There are a few other expiring provisions along the
way, so it is a small number plus that.

Mr. SPRATT. Do you agree that the on-budget target is an impor-
tant number?

Mr. CRIPPEN. It is not for me to agree or disagree, Congressman.
It is up to you and other members of the committee to say what
your target is. What I keep discussing, I am sure, to distraction,
is that we need to keep our eye on what I think is a different ball.
It is not the budget and its balance or the trust funds per se. It
is the effects we have. It is probably a good idea to have a rule of
thumb about balance over the average of a long term. But whether
or not we are in deficit this year and whether or not we have a
surplus next year is much less important than how the economy
behaves and how we finance the necessary costs of the Federal
Government.

So we said last year, and we will continue to say that if we gen-
erated surpluses, if we were looking at 3 percent economic growth,
then it might be useful to have surpluses saved by paying down
debt held by the public because that should help economic growth
and therefore the future outlook. We also said there are other poli-
cies that would help economic growth. But right now we are look-
ing at growth that is not 3 percent a year, at least for the next year
or two. So not saving—not having surpluses and not saving—
shouldn’t be something we are as concerned about as we would
have been if we had 3 percent growth.

Mr. SPRATT. Well, my concern is that as I read your testimony
about dealing with the total surplus, you tend to diminish the ex-
tent of the problem as I see it, because Social Security has to be
a major concern. The demographics are already in place. It is just
a matter of when they unfold.

Mr. CrIPPEN. What I am suggesting, sir, is that the fact that my
generation will consume twice as much of the economy as we are
consuming today just in Federal benefits will occur whether or not
we have trust funds. That will occur whether or not we have bal-
ances now or small deficits. That is going to occur. What we need
to be mindful of is not just the status of trust funds and just the
balance of the Federal budget, but what the effects are on the econ-
omy, the obligations——

Mr. SPRATT. We have a different concept going for the trust
funds. We want to make them a net addition to national savings
for the next dozen years.

Mr. CRIPPEN. Right.

Mr. SPRATT. That would have helped the economy. That also
would have helped the Treasury when the baby boomers begin to
retire and draw their benefits. The Treasury would have been free
of debt to the public and much more solvent and able to meet those
obligations as they came due.
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Mr. CrIPPEN. All I am suggesting is that that policy looked a lit-
tle different, in the short run at least, a year ago than it does
today. To generate trust fund surpluses, and actually buy down
debt held by the public, fiscal policy would be restrictive. Whether
or not that is a result you would want in times of weak economic
growth or indeed a recession would be a question. So all I am sug-
gesting is that we all keep telling each other today, that a year has
made a difference, and the policy that may be most attractive, at
least in the short run, may well have changed.

Mr. SPRATT. Well, the difference that is made in the on budget
surplus is this year it is $180 billion in deficit, I said surplus. Next
year it is $193 billion in deficit; the next year it is 141; 2005, 108;
2006, 99. For the next 5 years, we have got $100 billion to $200
billion in on-budget surplus every year, and that is before any addi-
tional spending initiatives or tax cuts, and there are more tax cuts
coming for various reasons, extenders and AMT fixes and things
like that are bound to come. They are in the agenda. So we have
got a problem. Wouldn’t you agree?

Mr. CRIPPEN. It depends on how you define the problem. I am
not sure. Clearly, the fiscal condition has deteriorated. I mean, $4
trillion is a lot, even over a number of years. But this morning I
was reminded as I was listening to some of the questions, that
three years ago or four years ago, we wouldn't be quite as dis-
tressed if we had been looking at a small deficit in the unified
budget and the prospect of surpluses before too long.

Mr. SPRATT. But keep in mind that we are 3 years further along
toward the day of judgment, the day of reckoning when the baby
boomer retire. Let me put it a different way by going back to your
testimony last year.

Mr. CRIPPEN. Do you have to?

Mr. SPRATT. Last year you foresaw the possibility that we could
repay, under current policies, all the debt held by the public that
was available for redemption by the year 2006 if we simply fol-
lowed current policies, we could repay all debt held by the public
by 2006. This year in your testimony, you say in the whole time
gragne we are looking at, we won’t be able to pay off that much

ebt.

Mr. CRIPPEN. That’s right.

Mr. SPRATT. Last year you said we won’t need to have an in-
crease, a hike in the statutory debt ceiling until 2009. Now you ac-
knowledge we will have to do it in about 2 months. Those are real
measures of substantial change, but one thing struck me when I
compared the two testimonies. Last year, in 2008—looking at a
chart that you had, Table 1-4, page 15—in last year’s budget and
economic outlook. By 2008, CBO projected that we could either pay
or provide for payment of all the outstanding debt held by the pub-
lic. We might not be able to redeem it, but we could certainly pro-
vide the payment. By 2008, the year the baby boomers began to re-
tire, the demographics of the country changed dramatically.

This year you project that in 2008, we will still have $2.8 trillion
debt. That is before factoring in any of these additional likely fur-
ther actions. We will only pay down about $500 billion of that debt.
We will still be right at $3 trillion as the baby boomers retire.

Mr. CRIPPEN. Right.
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Mr. SPRATT. Well, that makes it harder to bear the burden of the
demographics and the baby boomers retirement, does it not?

Mr. CRIPPEN. It may or it may not. What I have been trying to
convince you of, in part, is that it depends on what we do—or how
the economy performs between now and then—more than it de-
pends upon the absolute level of debt. Certainly the lower the debt,
the easier it will be for the government to borrow. But as that last
chart I introduced showed you, even if we had surpluses 2 percent
greater than we have in our baseline, which I think would suggest
on-budget surpluses the entire time, you would soon reach an
unsustainable level of debt anyway. So it is not just debt that we
need to be looking at. It is a larger issue that we are about to run
into.

Mr. SPRATT. It is a big problem that has more than one solution.
We had one solution in place. There was bipartisan agreement on
it, and we virtually dashed all hope that that can be affected under
the budget situation we have before us now, I am afraid. Thank
you for your testimony.

Chairman NUSSLE. Mr. Sununu.

Mr. SuNnuUNU. Thank you, Mr. Chairman. Welcome, Mr. Crippen.
I think it is important to remember—as I am sure that you do—
that what we are talking about today, for the most part, are projec-
tions, 10-year projections, economic projections, which are very
challenging and very difficult and we see how quickly the economic
situation in the country can change. As Mr. Spratt has pointed out
in detail—not quite exhaustive detail, but substantive detail—these
economic projections have really changed. We see deficits in the
foreseeable future. We did have projections of surpluses.

At the same time, though, I can’t help but look back a year to
a lot of the discussion that we heard as we were conducting hear-
ings, preparing for the budget resolution then, and then what we
heard, for the most part, from the minority was a lot of criticism
that the projected surpluses were nothing but a fiction. They were
an unrealistic projection. They weren’t real. They weren’t material.
While I am as concerned as anyone about the current set of fore-
casts, I hope that the irony of lamenting the disappearance of
something you never believed in is not lost on my colleagues.

I am encouraged as well to hear a pretty firm commitment from
the other side that increasing taxes is not an option. I think most
people in this country would agree, in the middle of a recession,
very uncertain economic times and certainly uncertain times in the
international front, it is probably not the best of time to be raising
taxes on the American people. What that means is the baseline is
the revenue baseline is what it is. We make the best projection we
can. We trust on the expertise of you and others. We put together
that revenue baseline, and if we want to have a material effect on
the surpluses or the deficits projected for the coming fiscal year or
the coming 5 fiscal years or the coming decade, there are really
only two things that I can see that will affect it. One is enacting
policies that result in a higher level of economic growth, and there-
fore a higher level of revenue collections. Or enacting policies that
control, modify or limit or the amount that the Federal Govern-
ment is spending.



32

Now, we can lament the change in our economic position all we
want. We can wring our hands about legislation that has been
signed into law that has established the revenue baseline, but un-
less you are willing to step forward and say let us repeal that tax
cut, let us increase taxes, let us raise taxes on some segment of the
economy to increase the revenue baseline, you have got just two op-
tions, policies that increase economic growth and increase revenue
collection by raising the economic growth rate or policies to control
the level of spending, or cut spending. We certainly haven’t heard
any proposals of that nature from the minority side today or in the
last few months.

I would like you to address two points. One in each of those
areas. First with regard to economic growth. To the best of the as-
sessment of—you know, best of your ability and the assessment of
the people that are working with you, has there been a benefit, an
effect, an economic effect to the Tax Relief Act that was signed into
law last year? And on the spending side, is there a reason that you
have not looked at fiscal year 2002 spending to back out those ap-
propriations that were effectively, or at least presented as one-time
distributions, emergency spending, things that were directly—ap-
propriations that were made directly to deal with recovery or recon-
struction in New York or Washington, et cetera, that probably
shouldn’t be part of a baseline that is looking out 10 years? If you
could address those two points, I would be grateful.

Mr. CRIPPEN. Let me start with the last point first. The rules of
the road, as I call them, by which we have to abide say that we
take the total budgetary resources for 2002, which include the $20
billion in supplemental appropriations, and simply inflate them
over the next 10 years as the best proxy for an operations policy.
As I said to the Chairman a few minutes ago, there may well be
things in there, as you suggest, that won’t bear repeating and that
you might want to use for something else or not spend at all. But
I would also say, as I did earlier, that I am not sure you would
want us in the business of saying this is one time and this isn’t.
Some things are clearer than others, but in the main, it is a judg-
ment call that we would be uncomfortable making.

Mr. SuNUNU. Why would you be uncomfortable at least providing
your estimate or your assessment of what would be most appro-
priately considered to be occurring?

Mr. CRIPPEN. I can give you today the breakdown of the $20 bil-
lion supplemental, for example, that rules require we put in the
baseline, and there are things there that may well strike you as
being or that should be one time, but it shows up in agency budg-
ets. FEMA, for example, its baseline is bigger because of the New
York City cleanup expenditures. So you may well want to take
some of those out or spend them otherwise, but we are not al-
lowed—at least by the rules, and I would suggest we would be un-
comfortable trying—to say this is one time and this isn’t. But you
certainly can, and we can clearly give you a list of where the $20
billion went and for what.

Mr. SUNUNU. And the economic impact of the Tax Relief Act that
was signed into law?

Mr. CriPPEN. Well, we haven’t examined it since last July, and
we do not—to the frustration of some of you—try to look at the im-
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mediate impact of legislation on the economy in our initial scoring
of bills. So regarding the tax bill itself, we didn’t do an assessment
at the time it passed to say whether it would grow the economy or
not; but subsequently, we did do a qualitative statement which ap-
peared in our August report, that suggesting there are some nega-
tives to the tax bill in terms of the economy and some positives and
that on net it probably has a slight positive effect on economic
growth.

Mr. SUNUNU. On Page 5 of your report, you say that the tax cuts
enacted in June prevented consumption from slowing more than
might have happened otherwise. You certainly stick by that state-
ment?

Mr. CRIPPEN. Absolutely.

Mr. SuNUNU. Thank you.

Chairman NUSSLE. Mr. Bentsen.

Mr. BENTSEN. Thank you, Mr. Chairman. Mr. Crippen, I have a
couple of questions for you. First of all, I want to say to my col-
league from New Hampshire, I think if anything, we have found
out that our theory has moved from the fiction side of the bookstore
to the nonfiction side of the bookstore, because I think the numbers
bear out that in fact what we were saying, and what even CBO
was saying last year was that these projections were highly specu-
lative, and may not turn out. You had a graph last year that was
the best graph I think you all put out. You have a revised one now
that is the one that looks like a—I think someone described it as
a fish fin or something last year. It is—I think it is this graph right
here that——

Mr. CrIPPEN. Well, we like to call it a fan, but——

Mr. BENTSEN. A fan, whatever, all over the map, and that is
where we have ended up. I mean, it looks to me like we have had
an increase in interest costs over the 10-year projection of $600 bil-
lion, an increase of—a reduction in the surplus of nearly a trillion
dollars. Now, I remember meeting with your staff early last year
and asking the question about what the impact would be if we had
a severe recession, and if I recall correctly, I was told, well, it
wouldn’t be more than a hundred or $200 billion, because by the
time we had the upswing, that that would be made up, but this
is—$900 billion is a little bit more than a hundred or $200 billion.
So we clearly missed on that. I realize it is hard to make these pro-
jections.

Let me ask you, in your baseline assumptions, does that include
any funding for prescription drug program like that that was dis-
cussed, even in the Republican budget last year? Does it include
the $75 billion additional funding for agriculture that was proposed
in the current fiscal year’s budget resolution? Does it include the
trillion dollars for the President’s Social Security privatization?
Does it include the—I think I know the answer to this last one.
Does it include the 9 percent that we read in real—or 9 percent
plus-up in spending that the President is supposed to propose in
his budget when he sends it up here at the end of this month or
early next month? Are any of those in your baseline?

Mr. CRIPPEN. None of them that you cite.

Mr. BENTSEN. So it is fair to say that the baseline will have to
be adjusted, assuming that any of those issues are enacted, includ-
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ing things that even our friends on the other side of the aisle have
proposed. If we are going to do a prescription drug program, we are
going to have to figure out where to put that in. If we are going
to spend $975 billion in the new farm bill, pass it in the House,
then we are going to have to figure out where to put that in.

Let me ask you another question, and you can answer this for
the record. But I would be interested to know what the economic
value is of borrowing money at 4.9 percent over 10 years, or what-
ever the 10-year Treasury is today, and putting that back in the
form of tax cuts. Can your economists tell me do we get a real bang
for that or is there some drag associated with that? You can pro-
vide that for the record.

Mr. CriPPEN. OK.

[The information referred to follows:]

RESPONSE TO CONGRESSMAN BENTSEN’S QUESTION CONCERNING DEFICIT-FINANCED
Tax CuTs

Tax cuts affect the economy in two ways. They can stimulate the economy in the
short run by encouraging consumers and businesses to spend more. Tax cuts can
also affect incentives to work, invest, and save, and thus affect the long-term pro-
ductive potential of the economy. In both cases, the structure of the tax cut is cru-
cial: in particular, which tax is changed, how it affects marginal taxes on work and
saving, and how the tax cut is financed.

When there are unused resources in the economy (as there are today or in any
recession), a deficit-financed tax cut can boost economic growth in the short run by
encouraging spending. However, different kinds of tax cuts can have varying effects:
cuts that increase workers’ take-home pay probably deliver the greatest bang for the
buck in terms of short-run stimulus.!

The impact of any short-run stimulus is going to depend in part on the perma-
nence of the tax cut as well as on what people believe it implies for future budget
surpluses or deficits. Other things being equal, permanent cuts in personal income
taxes are more likely to boost people’s consumption than are temporary ones, where-
as temporary cuts in some types of business investment taxes can be more stimula-
tive than permanent ones in the short run. The effect of the tax cut on the budget
is also relevant because smaller budget surpluses (or larger deficits) in the future
can increase long-term interest rates today, which can reduce spending for invest-
ment on new plants and equipment and cause the value of the dollar to appreciate,
reducing the demand for net exports.

The Congressional Budget Office has examined the short-run effects of the Eco-
nomic Growth and Tax Relief Reconciliation Act of 2001 using simulations of var-
ious macroeconomic models. Although the simulations indicated that the reduction
in future surpluses could increase long-term interest rates and slow the growth of
investment and net exports, those negative effects were not large enough to offset
the short-run positive economic effects of the tax cut. The simulations do not sup-
port the view that the tax cut has worsened the recession.

Even though long-term interest rates have remained firm relative to short-term
interest rates during the current downturn, the decline in projected surpluses may
not have played much of a role. Most observers recognized that the large budget
surpluses projected last year were based on the assumption of a continuation of cur-
rent policies, and thus the projected surpluses would probably not materialize be-
cause policies would be changed. Therefore, the substantial reduction in the level
of those projected surpluses may not have had a large impact on the markets.

Moreover, several other factors could be responsible for the failure of long-term
rates to decline in this recession.2 For example, the markets may be looking beyond
the current slowdown and recognizing that short-term interest rates will rise as the
economy recovers. In addition, businesses and financial markets may believe that
the prospects for strong productivity growth in the United States are still intact,
which would work to keep real long-term rates relatively high. Moreover, foreign
long-term interest rates have fallen by only a little. The markets may also be ex-

1For more details, see Congressional Budget Office, Economic Stimulus: Evaluating Proposed
Changes in Tax Policy (January 2002).

2See Alan Greenspan, “The Economy” (speech given to the Bay Area Council Conference, San
Francisco, Calif., January 11, 2002).
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pecting inflation to pick up because of the easy monetary policy put in place by the
Federal Reserve in response to the aftermath of the terrorist attacks and to the re-
cession. And last, there may be a recognition that long-term rates are already quite
close to their lows of the early 1960’s, when productivity growth and inflation rates
were near current levels.

Aside from any short-run effects on demand, tax cuts that reduce marginal tax
rates can increase incentives for people to work and save, and thus they can have
longlasting effects on the economy’s productive capacity.? The long-run effects of a
tax cut ultimately depend on how it is financed. A tax cut cannot be financed by
borrowing forever; at some point, spending must be cut or other taxes raised to
cover the additional interest costs on the debt. If a tax cut displaces government
consumption, it could boost supply in the long run. However, if it is financed by sim-
ply raising marginal tax rates in the future, it could have an adverse effect on the
economy’s productive capacity in the long run.

Mr. BENTSEN. What I am particularly concerned about, and this
is on page 6 of your testimony, I think you are as well, I know we
have some flexibility in our economic philosophies from when we
are in surplus and deficit. We can be Monetarist in surplus times
and Keynesian during deficit times. What I am particularly con-
cerned about, and I agree with you, is you say that taking action
sooner rather than later to address long-term budgetary pressures
can make a significant difference.

What bothers me a great deal about our budget outlook now—
and this is what a number of us were saying last year before we
went on and bet the farm on these 10-year projections—is while we
may go back to achieving a unified budget surplus and even an on-
budget surplus some time at the end of the decade but then that
we will have already crossed over into the retirement of the baby
boomers and then we will be 7 short years away from when we
start drawing down on the trust funds for Social Security and
Medicare. Then, on top of that, that assumes that we will repeal
the tax cut that was passed last year.

Now, if delaying—and I do agree to some extent in the middle
of a recession delaying a tax cut is countercyclical. Repealing the
tax cut in 2011 certainly would have some countercyclical effect, I
would imagine, on the economy going forward. Are we setting our-
selves up for sort of the perfect storm, if you will? The fact that
we had the opportunity to pay down debt, position ourselves for
these long-term, looming liabilities which are upon—if they are not
on our doorstep, they are out on the sidewalk at the front yard, and
are we—I mean, how much have we set ourselves back rather than
setting ourselves forward taking action sooner rather than later?

Mr. CrIPPEN. Perhaps the best way for me to answer that is to
say that certainly for this year and next—that is, 2002 and 2003—
there is not much that has been done that wasn’t inevitable. Eight-
een months ago or so, the cover of our summer report tried to show
the difference in the outlooks from 1997 in which deficits were still
forecast to the surpluses that we didn’t foresee then but obviously
developed. While there was certainly a legislative piece to it, the
actions that you all took back then, much of the difference was due
to the economy, the unforeseen growth in productivity and real eco-
nomic growth. So the short version is, what the economy gives the
economy can take away, and that is precisely what we are seeing
certainly in the next year or two.

3For more details, see Congressional Budget Office, The Budget and Economic Outlook: An
Update (August 2001), pp. 34-35.
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Mr. BENTSEN. My time is up, but if you would answer this quick-
ly. Didn’t last year, when we raised questions about the economy
and we had indications that we were heading into a recession or
at least a soft landing, we were led to believe—I think by CBO and
others—that it would not be a $900 billion event, but today it is
a $900 billion event. How did we miss so badly?

Mr. CripPEN. That is certainly a fair comment. In our analysis
last year at this time, we included a chapter on uncertainty, which
explained what a recession might do to the outlook, but it was cer-
tainly much less than this recession did. There are several reasons
for it. One is that the current recession, while it is not deeper than
the recession of 1990 and 1991, it will last longer. We have also
had a couple of changes since then in the way the economy pro-
duces revenues relative to economic growth, which have reduced
revenues.

We thought by modeling the current recession and the analysis
on the 1991-1992 recession, we had something that was representa-
tive. But that recession doesn’t look like the recession today, and
a couple of other things have changed. So a combination of both the
economy and the changes in what we call technical factors have led
us to more of a loss of revenue than we thought a simple recession
would have in 1991 or 1992.

Mr. BENTSEN. Thank you, Mr. Chairman.

Chairman NUSSLE. Mr. Gutknecht.

Mr. GUTKNECHT. Thank you, Mr. Chairman.

I appreciate your testimony, and I want to come back to a couple
of key points because I think I must tell you I am frustrated by
this sort of roller coaster ride we have been on.

I have been on this committee I think 6 or 7 years. Charlie is
one of the only members that has been on this committee longer
than I have. We have sort of gone through this annual and some-
times a semiannual and sometimes quarterly adjustment; and, you
know, it strikes me that we are going to have to come up with bet-
ter models. These wide fluctuations really make it very difficult for
us not only to look at 10-year projections, which I happen to believe
are probably not good ideas. Frankly, I think we ought to look at
5-year projections because we see we are off in the 6-month time
span, let alone 10 years.

I want to get back to some of the assumptions that you make,
because I think in many respects the assumptions are even more
important or at least as important as the conclusions.

You are assuming, for example, that economic growth over the
entire fiscal year which we are currently in will be eight-tenths of
1 percent, is that correct?

Mr. CrIPPEN. Right.

Mr. GUTKNECHT. What has it been so far this fiscal year? The
question from my colleague here was fiscal year or calendar year.
Are we going by fiscal year or calendar years here?

Mr. CrRIPPEN. We have tables for both, but the number you cited
is for the fiscal year. John tells me we don’t have any numbers yet
on the current year.

Mr. GUTKNECHT. The current calendar year you don’t have num-
bers on. I would assume you have numbers for the fiscal year
which began October 1st.
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Mr. CrRIPPEN. We don’t have the fourth quarter. We expect that
on the 30th we will have the preliminary numbers for the fourth
quarter. So we don’t yet have it, but we will a few days.

Mr. GUTKNECHT. That makes it even more difficult, doesn’t it?

Let me go back to another question then. We were told late this
fall that it was believed by the President’s Council of Economic Ad-
visors that the recession began about—on or about March 15. At
least that is the date that we were given. When did you find out
that we were in a recession?

Mr. CRIPPEN. Well, probably the same time you did in the sense
that it is officially designated by the National Bureau of Economic
Research (NBER). When they said March, everyone accepted the
definition. Certainly by the middle of last year we saw some of the
weakening in the economy, but at that point we and others thought
that the weakening wouldn’t turn into a recession. We were wrong.
It did. And we may see some evidence in this fourth quarter report
of whether or not it has yet bottomed out. Most of the numbers we
are getting now are relatively positive.

Last January at this time, clearly we thought 3 percent growth
was possible for the calendar year. By July it was obvious that 3
percent wasn’t possible, but it didn’t look like zero was going to be
it either, and we were just wrong. The economy went south more
than we expected.

Mr. GUTKNECHT. Your original assumptions for this fiscal year
were what for economic growth?

Mr. CRIPPEN. Around 3 percent.

Mr. GUTKNECHT. So a 2.2 percent drop, just using—making it
easy, simple subtraction has cost us in revenue how many dollars?

Mr. CrRIPPEN. Well, over the course of the 10 years?

Mr. GUTKNECHT. Over the course of this year. I am not concerned
about 10 years. I am concerned about what is going on this year
and what will happen in fiscal year 2003.

Mr. CRIPPEN. $150 billion in revenues.

Mr. GUTKNECHT. In revenue loss.

OK. Well, I guess what I want to get to is you go forward. I am
concerned, as the Chairman mentioned, that we have automatically
built into the baseline—I believe that number is actually larger.
You said $20 billion—that was what we believed and I still be-
lieve—is emergency spending—is built into the baseline for the
next 10 years?

Mr. CRIPPEN. Right.

Mr. GUTKNECHT. Is it 20 or is it 307

Mr. CrIPPEN. Twenty billion dollars is the amount of the supple-
mental that was described and put in the defense appropriation
bill—I believe in the last days of the Congress—and that was what
was described as being emergency, mostly one time. Only about
$2.8 billion of the $20 billion went to defense for the war in Af-
ghanistan. Much of the rest of it went to domestic agencies—HHS
on bioterrorism, FEMA for New York cleanup. As I said to Mr.
Sununu, we had a list of where that $20 billion went.

Now there certainly may be one-time expenditures in the appro-
priation bills that occurred prior to that. We are required to take
the 2002 total, including the supplemental appropriations, and just
inflate it.
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Mr. GUTKNECHT. That is the other factor I want to get at. What
are you assuming for inflation over the next 10 years? I do want
to come back to the 10-year projection now. What are you assuming
for the inflation rate and how much are you assuming the baseline
Federal Government budget will grow over the next 10 years?

Mr. CRIPPEN. There are two inflation factors that get used, one
of which is for employment. There is something called the Employ-
ment Cost Index, ECI, which I think is about 3.5 percent over the
next 10 years. Then, for the rest of the government, there is the
GDP price deflator, which is 2 percent or so over the 10 years. So
call it 2.5 percent, which is the inflation factor CBO assumes for
the next 10 years.

For discretionary spending appropriated accounts, we believe the
economy will grow faster than just that inflation rate. But if you
add more spending now, of course you will have boosted the base,
and it could grow faster than the economy.

Mr. GUTKNECHT. So the base is going to grow somewhere be-
tween 2 and a half and 3 percent. You are only assuming that that
is roughly the inflation rate.

Mr. CRIPPEN. Right.

Mr. GUTKNECHT. Thank you.

Chairman NUSSLE. Mr. Clement.

Mr. CLEMENT. Thank you, Mr. Chairman.

Dr. Crippen, I think you have been very forthright today, but it
is still discouraging to hear what you have had to say.

I heard the Chairman speak earlier about the world has
changed, and it definitely has changed in a lot of ways. And I know
the Chairman commented also about the tax cut, that, you know,
we need something. We have to do—to get a shot in the arm to get
this economy moving again.

Now, I see the Bush administration doing a good job on com-
bating terrorism in the world. I give them high marks. But I can’t
give them high marks on the managing and handling of the econ-
omy because I just don’t think they have given the same weight to
managing the economy as they are combating terrorism, which dis-
turbs me greatly.

Then I see what has happened with jobs and disappearing—I see
the people losing their health coverage. I see people suffering a lot
of pain now. But I don’t see a plan. I know some comments have
been made about some legislation yet to be passed by the United
States Senate.

But I have to ask you—and knowing that I don’t like the so-
called 10-year projections either because I don’t think we should
ever consider anything more than 5 years. Ten years is just out of
the question with all the variables and all the forces at work and
what is happening in this country and is happening in other coun-
tries and how other countries impact America and how America
impacts other countries.

What are you expecting next year? I know we have talked about
that our projections are wrong for now, you know, and we are way
off what we thought the surpluses were going to be and going back
into a deficit situation looks like we are going to have deficits for
the rest of the Bush administration. But what do you expect for
next year?
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Mr. CRIPPEN. As far as the economy goes, we anticipate that if
we haven’t already reached the bottom of the recession we will
soon, certainly in the first quarter of calendar year 2002. As one
of your colleagues just pointed out, we are assuming about 0.8 per-
cent real growth for the current fiscal year we are in; for the next
year, 2003, we assume that real growth will bounce back pretty
considerably. But over the next couple of years, we will certainly
have unified deficits. We think that, without any further pro-
grammatic changes in spending, we will have a small deficit for
2003.

If there are other actions taken by this Congress, which are en-
tirely likely, that number could grow some. But my guess is it is
going to be somewhere in the neighborhood of 50 to $100 billion
when all is said and done. So the economy will be coming back in
our view and in the view of a lot of other forecasters, for whatever
that is worth; and the deficit will be probably in the range of $50
billion to $100 billion for 2003.

Mr. CLEMENT. Dr. Crippen, you and I know Democrats and Re-
publicans alike are not going to raise taxes in this recession. It is
not going to happen. It is off the table. I would also like to think
the Democrats and Republicans alike would consider all the other
options.

From my discussions and the meetings I have been in and from
a number of people I have talked to, I have to agree with you—
or I think you said this a while ago—that this particular recession
we are going to come out of it a lot slower than we did in 1991,
1992. But I am not so sure I am hearing that from the Bush ad-
ministration. That seems to think we are going to turn the corner
within the next few months. Which is true?

Mr. CrIPPEN. Well, we will soon see what the administration has
to say when they present you with their budget on February 4.
They may be slightly more optimistic than we are in the short run.

My guess is we won't be all that much different on economics cer-
tainly in the 5 or 10-year framework. But economists are, among
other things, not very good at calling turning points in the econ-
omy. Whether it was the downturn we didn’t foresee a year ago or
when we hit the bottom and start back up, it will have happened
before we know about it. So it may have happened in December.
It may happen in March. My guess is earlier rather than later.

But how quickly we grow, which is the point you have just made,
I think is in question because of the nature of this recession. Be-
cause it was a dearth of capital spending that started it, it is going
to take real opportunities for capital investment to climb again.

Consumers have been carrying their load pretty much all along.
The increase in consumer spending dropped from 5 percent over
the past couple of years to a 2 and a half percent increase last
year, but it still increased. So the primary thing that dropped off
was business capital investment and inventories. Until those start
rebuilding, we are not going to recover quickly, but we will recover.

Mr. CLEMENT. Thank you, Mr. Chairman.

Chairman NUSSLE. Thank you.

Mr. Thornberry.

Mr. THORNBERRY. Thank you, Mr. Chairman.
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Mr. Director, as I think about the roller coaster of projections
that Mr. Gutknecht talked about, I am reminded how much your
job is more of an art than a science; and it is just intriguing to
think what you may be presenting to us next year.

I guess I want to understand something a little better that you
have mentioned twice. I think I understand most of the reasons
you have here for changes between your last projections, but I come
to this line that talks about technical changes, and it talks about
that, in a 10-year period, the surpluses reduced by $660 billion,
most of that is because of revenue. In your testimony you said that
something about revenue collections is lower than the level of eco-
nomic growth would indicate. So it is telling me something strange
is going on.

Something, as I think you said, caused you to change your mod-
els; and it seems to me we ought to understand that. If economic
growth is the key to solving our population issues, what is hap-
pening and what is it that causes the revenue growth to be even
lower than the economic situation would indicate?

Mr. CRIPPEN. There are several things specifically in this forecast
that I can note for you. One is, and it is clearly related to econom-
ics, the amount of capital gains realizations, which in turn, of
course, drive capital gains tax collections. People may have a lot of
capital gains on paper, but until they actually realize them, they
don’t incur any tax liability. When people actually realize capital
gains is something we haven’t been able to model very well.

Mr. THORNBERRY. So they are holding on to things.

Mr. CRIPPEN. They can be holding on to things or not.

Mr. THORNBERRY. Maybe that is a psychological issue of con-
fidence to some degree.

Mr. CrIPPEN. Could be. Part of the surpluses that surprised us
came from the fact that people were realizing capital gains faster
than we expected they would. Given the level of economic perform-
ance, realizations of capital gains were unexpectedly high. Now, re-
alizations are unexpectedly low, given the current state of the econ-
omy. That doesn’t mean they don’t have accrued gains, however,
and they may later begin realizing them and paying taxes.

Another thing, as I suggested in the testimony, is that for any
given level of the economy, say it is a 3 percent rate of growth, our
models tell us roughly what we ought to expect for revenue growth,
and they are pretty good on that score. But if you look at month-
to-month withholding, for example, on income, at the moment it is
running a little behind what our models suggest should be hap-
pening, which may mean that our income measures are bad.

There are a lot of revisions that occur in the data we get on in-
come, for example. At the moment clearly the collections are below
what we would expect given what we think incomes are. So that
ends up being classified as a technical adjustment. We assume, be-
cause we don’t know better, that those technical adjustments will
carry forward.

Then, sometimes we get revised data. We can actually say this
unknown that we called a technical last year we now know. We fig-
ured it out, and we can put it into the models in a way that shows
the adjustment was really economic. So these adjustments are re-
lated in some way or another to the economy.
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But we are also saying here that there are things going on that
we don’t fully understand at the moment. Those things are reduc-
ing revenues to well below where we would have expected them to
be. At the moment, because we don’t know better, we can’t fathom
why exactly this is happening, but we still carry that technical ad-
justment forward. Am I making any sense?

Mr. THORNBERRY. You are coming as close as you probably can
with me

Mr. CRIPPEN. Or me.

Mr. THORNBERRY.—to making sense.

It does get back, to some extent, that there is a lot we don’t
know. I guess one could theorize all sorts of things. Maybe people
who hold capital assets are expecting a lower capital gains in the
future and—their expectations of what we do may play into it.

Let me ask you about one other issue. Mr. Spratt talked a lot
about the on-budget surplus. I was kind of interested in an edi-
torial over the break in the Wall Street Journal of one of our col-
leagues who suggested that what we also ought to focus on—with
regard to the debt ceiling is the on-budget debt, if you will—the
debt that we borrow from the public, if that is really what ought
to be subject to the debt ceiling rather than all of these intergov-
ernmental transfers. Is there any economic pros and cons or light
that you can shed on that proposal that it would matter one way
or another?

Mr. CRIPPEN. Certainly economists believe that the debt held by
the public is the most important because it is the exchange be-
tween the government and the private sector. How much the gov-
ernment is going to borrow from our capital markets, from people,
is what counts more than how much one part of the government
is lending to or borrowing from another. In that regard, a debt ceil-
ing based on debt held by the public would probably make more
sense.

The debt ceiling, in my view, was enacted as a way to attempt
to control government spending. Having intragovernmental trans-
fers and lending money from one part of the government to another
may or may not help you in that regard. But limiting debt held by
the public certainly does. Because if you can’t borrow, you can’t
spend what you don’t have. Whether or not you can’t borrow in be-
tween government accounts if you don’t have the tax revenue.

Mr. THORNBERRY. Thank you.

Chairman NUSSLE. Mr. Capuano for 30 minutes.

Mr. CApPUANO. Thank you, Mr. Chairman.

Chairman NUSSLE. I will give you five. When you asked for 30,
I just wanted to be respectful. Five minutes.

Mr. CAapuANO. First of all, Mr. Crippen, thank you for coming. I
think you do a great job with the limitations of all economists. I
understand that, and I think you do a fantastic job, and so does
your staff.

Before I go, I do want to make sure I understand some of the
things in your prepared statement today. I would like to start with
the labor statistics. It is my understanding that the labor force is
about 135 million people, fair number?

Mr. CRIPPEN. Sounds right.
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Mr. CAPUANO. So that a 4.8 percent unemployment rate would
actually mean 6,480,000 people out of work.

Mr. CrIPPEN. OK.

Mr. CapuaNO. That means a lot more to me than 4.8 percent, be-
cause that is more than the entire population of the State of Mas-
sachusetts. It is also more than the entire population of 38 states.
I think the number should be on a footnote somewhere.

The 6.1 percent that you are projecting for this year, which I am
sure will be in the ballpark of everybody—I know some people dif-
fer here and there, but they will be all in the same ballpark—is an
increase over the current year’s number of 1,755,000 people. That
is an increase. That is more than the population of 13 states. It is
the entire population of the State of New Mexico or the entire pop-
ulation of the State of Virginia. Everybody—man, woman and
child. T think those numbers need to have absolute numbers put to
them to make them real. They are faces, they are not percentages.
That is more of a footnote than anything else.

On table 2—I am pretty sure I am reading this right, but I want
to make sure. As I read this, through 2009 for the next 8 fiscal
years, we will be using the money currently paid by all of our peo-
ple currently paying FICA taxes, Social Security taxes, that every-
body who pays them thinks it is going to Social Security, that is
the money we will be taking to balance—well, actually to reduce,
because we will still have a deficit in two of those years on the re-
mainder of those—to balance the budget. Am I reading that cor-
rectly?

Mr. CRIPPEN. You are.

Mr. CAPUANO. So we are doing exactly what virtually every
Member of this Congress has said we don’t want to do since I have
been here, which is now 3 and a half years. So I want to make sure
I know that.

I have to go back to some of the original comments. I was under
the impression there was a difference between some of the statis-
tics you gave as economic changes versus technical changes. Yet
during some of this discussion they were lumped together as all
economic. I want to make sure they are not all economic.

Economic and technical, many of the technical changes, correct
me if I am wrong, would have occurred or could have occurred re-
gardless of the economic changes. Is that accurate?

Mr. CrIPPEN. Could have, yes. They are related to economic
changes, but——

Mr. CAapPUANO. But if they were economic changes they would
have been put in the economic

Mr. CRIPPEN. Capital gains realizations, for example.

Mr. CAPUANO. So the economic impact of your changes is really
23 percent, not 40 percent.

Mr. CRIPPEN. Yes.

Mr. CApUANO. Otherwise, I would have thought——

Mr. CRIPPEN. Pure economic, sure.

Mr. CapuANoO. I tried to extrapolate some of the debt which you
didn’t have for some of the tables. But all that information is here,
it just wasn’t in one place.

As I read it, debt service has now increased by $562 billion
versus the legislative changes of that 385, give or take, is relative
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to the tax cut alone. $232 billion for the economic changes, another
$165 billion for the technical changes, for a total increase of debt
service alone of $959 billion over the next 10 years.

Mr. CRIPPEN. Right.

Mr. CapUANO. Which is a little short of 25 percent of the total
exchange in—I think that is an amazing statement. That by doing
tax cuts, by doing additional spending plus the economy, the econ-
omy certainly has something to do with it, we have now increased
what we are going to pay out in debt service to people. I think that
has to be a very clear statement to people, especially since last year
we were all thumping ourselves in the chest saying what a great
job we were doing reducing the debt, and we did, but we are now
significantly increasing it.

I guess really there are now too many questions. That is why I
was joking with the Chairman earlier about 30 minutes.

Some of this stuff to me—I also made the mistake of pulling
down one of your other reports that was published in January rel-
ative to the economic stimulus. I want to read one line, because for
me, certainly I am concerned. I am a politician like everybody else.
I will be talking about what happened and how we got here. We
will all be doing that. But I am more interested in what do we do
to get out of it.

One of the major debates is, do we have another stimulus pack-
age? Partially one of the debates is with the existing one. But are
we going to have another one?

I really recommend to everybody on this committee to, when they
read your report, just put out on this thing, are the stimulus pack-
ages that are currently on the table, and on page 3 of that report,
one sentence, and I will read it, it concludes that most of the tax
cuts that the report analyzes, which are most of the major ones on
the table now, are unlikely to generate large first-year increases in
gross domestic product. Which to me means virtually worthless
which if your purpose is to stimulate the economy.

Of the two that you say might have a large impact, if I read
them correctly, you say both of them are highly speculative as to
whether they will have a change. Is that an accurate reading of
this report?

Mr. CRIPPEN. And difficult to implement in some cases.

Mr. CAPUANO. At another time because my time is out, there are
so many questions here I look forward to how the OMB director
and others are going to suggest we get out of it because there is
no one way. I think that is where the debate shall come and not
necessarily with you.

I want to finish where I started. I want to thank you for pro-
viding this information. It really does help. I want to thank you
also for maintaining what is professionalism and neutrality in a
place that it is difficult to do. So thank you for that.

Chairman NUSSLE. The gentleman’s time has expired.

Mr. CApUANO. I thought I had 25.

Chairman NUSSLE. Mr. Toomey.

Mr. TooMEY. Thank you, Mr. Chairman.

Director Crippen, thank you.

A couple of things. I want to touch on this economic growth
issue. It seems to me that one of the lessons we clearly should be
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drawing from this extraordinary change in circumstances that we
have witnessed is just how fundamental central our assumptions of
economic growth are to that.

I cite on your first page of your testimony you refer to the swing
of about $300 billion in this year alone in our projection, and in
your testimony it states that over 70 percent of that change results
from the weak economy and related technical factors. Seventy per-
cent of this $300 billion swing is a change.

It seems to me pretty clear if we step back and look at just a lit-
tle bit of history it was surprisingly strong economic growth that
surprised us with huge surpluses. It was a surprising downturn in
the economic growth, in fact, a contraction, that dramatically di-
minished the surpluses. And, frankly, if and when we return to
strong economic growth we are going to be looking at strong sur-
plus. It seems to me it is all about growth.

I would like to ask you off the top of your head if you have a
rule of thumb you could share with us. Over the next 10 or so
years, I think you assume about 3.2 percent for the average annual
real GDP growth, thereabouts. If that is wrong and it really ends
up being 4.2 percent, what is the annual impact? What is the cu-
mulative impact? Do you have a rule of thumb for what 1 percent-
age growth is worth in budgetary terms?

Mr. CrIPPEN. We do, I think. I am going to rely on my colleagues
to answer you in just a second. We have in our report which we
publish on the 31st now an Appendix A, which has these rules of
thumb as we currently look at them.

A tenth of a point is $250 billion over 10 years.

Mr. TOOMEY. A tenth of a percentage point is $250 billion over
10 years. So if this is linear, which I assume it is, roughly, a point
is $2.5 trillion over 10 years.

Mr. CRIPPEN. Probably wouldn’t be that much, but it is certainly
a big number.

b Mr. TooMEY. Over 2 trillion. It would be a very, very large num-
er.

It seems to me that growth dwarfs virtually everything else. So,
therefore, our mission should be to say what do we do to maximize
economic growth. I, for one, think that further important tax relief
is the way to do that. Others will disagree. But that is what we
should be focusing on, it seems to me.

A couple of questions as to how we got where we are. Is it fair
to say that we would be in surplus today, in fiscal year 2002, actual
numbers, while they are still projected but you would be projecting
surplus for 2002, 2003 and beyond had we kept to the spending
caps what were passed on a bipartisan basis in 1997?

Mr. CRIPPEN. I don’t know that we have done that, but I think
you are right.

Mr. TooMEY. I have a chart that suggests that the discretionary
spending cap in terms of budget authority—obviously, outlays ulti-
mately sort of catch up to follow budget authority. We had about
$130 billion less spending in 2002 than what we actually spent,
about $130 billion. Now the deficit for 2002 is

Mr. CRIPPEN. Twenty billion dollars.

Mr. TooMEY. Twenty. So it seems to me—let’s put it differently.
If we hadn’t stuck to the caps but we grew Federal spending each
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and every year at the rate of inflation, would we in 2002 and
2003—would we be looking at surpluses or deficits?

Mr. CRIPPEN. Surpluses.

Mr. TooMEY. Large surplus. It seems to me we have been grow-
ing spending. My numbers here estimate about 6.1 percent as an
average rate of growth from 1997 to 2002. Is that about 2 and a
half times the rate of inflation, 2 times the rate of inflation?

Mr. CRIPPEN. Yes.

Mr. TOOMEY. So let me ask another question. This chart is some-
thing that you guys produced, right, CBO?

Mr. CRIPPEN. Yes.

Mr. TooMEY. The way I read this it seems to suggest that the
total tax revenue as a share of GDP from 2001 through 2012 is
going to be each and every one of those years consistently well
above the average total tax as a percentage of GDP in the whole
post-war era.

Mr. CripPPEN. That is correct.

Mr. TooMmEY. If I arrange out the years from 2001 through
2011—thanks for the help—the technical help here. That makes it
easier. If you drew an average on that, it looks like the average
might even be as high or higher than any point in the post-war era,
aside from immediately after in 1944, 1945.

My point is, it seems to me very clear what has happened is
spending has accelerated dramatically. It is well above what we
said we would spend. Taxes, even with the tax relief package that
we passed last year, will remain at historically high levels, post-
war era, certainly.

It is amazing to me that anyone thinks that taxes are the prob-
lem here. Taxes are very high, still. The problem seems to be
spending.

I yield the balance of my time.

Chairman NUSSLE. Mr. Price.

Mr. PrICE. Thank you, Mr. Chairman.

Mr. Crippen, let me add my thanks for your appearance here
today and for the quality of your testimony.

I would like to pick up on the line of questioning Mr. Spratt and
Mr. Capuano were pursuing regarding the debt held by the public
and where we are going with those figures.

You testified a year ago that the publicly held debt would essen-
tially be retired by 2006, that is all of the debt that is available
for redemption would be redeemed by 2006. I am not sure what
that figure was and how much you calculated would be available
for redemption. That whole debate now seems rather quaint as to
whether we were going to reach a point of too much debt retire-
ment.

In any case, under current projections, how much has that debt
projection for 2006 increased? Just to give us a benchmark, what
were you thinking a year ago it will be in 2006? What are you now
thinking it will be in 2006? And then how much will the publicly
held debt be by 2012, the end of the 10-year period? That is my
first question.

The second has to do with the debt service that accompanies the
debt. What will the debt service burden be over this period and
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how much more is that than what you projected last year? I think
it is just short of a trillion dollars.

Could you clarify those two figures for us?

Mr. CRIPPEN. On the first figure, my colleagues are scrambling
to give you the difference between our projection of debt held by
the public last year and this year.

On the second figure regarding debt service, you are right. The
debt service costs will be considerably higher that what we pro-
jected last year; that, in turn, allows us to retire less debt held by
the public over the next 10 years.

Mr. PrICE. The debt service approaches a trillion dollars. That is
what you told Mr. Capuano.

While we are getting those actual figures as to what the actual
debt is, I wonder if you could comment on the impact of that tril-
lion dollars in debt service. What are the opportunity costs associ-
ated with that? We were speaking earlier about the capacity to
meet our obligations to Social Security retirees, for example, a dec-
ade from now. We all know about things we would like to do with
prescription drug coverage for Medicare. These are public and pri-
vate uses of that trillion dollars that I think most of us would agree
are more productive. Do you have any thoughts on that, the oppor-
tunity costs of sinking another trillion dollars over the next 10
years into debt service?

Mr. CRrIPPEN. Certainly from the point of view of our baseline,
without other policies, the primary opportunity cost that is missed
here is the ability to pay down even more debt held by the public.
A trillion dollars more, just because of debt service, will be held at
the end of this 10 years than would otherwise be the case.

As you are saying, there is always an opportunity cost. Rather
than pay down debt held by the public as last year’s forecast as-
sumed, there is also an opportunity to provide things that folks are
interested in doing, such as pharmaceuticals for beneficiaries or cut
tax rates. So there is an unlimited range of opportunity costs here.

The economic impact may not be as severe or as important in
some ways as the opportunity costs for public programs. The main
thing higher debt service cost have done is restrict the ability of us
to do more things with the budget, either pay down debt or in-
crease spending.

Mr. PRICE. Some of those programmatic priorities, as important
as they are, do remain discretionary. Most of them do. But the ne-
cessity of redeeming bonds held by the Social Security trust fund
and making good on those obligations when the cash flow in Social
Security reverses is not discretionary.

Mr. CrIPPEN. No.

Mr. PRICE. One way or another we are going to have to meet
those obligations. Would you not agree that is much more difficult
to envision doing if we are carrying a huge debt load and huge debt
service load?

Mr. CrIPPEN. That is part of the conversation Mr. Spratt and I
were having. It is absolutely true. The more debt presumably we
have, the harder it will be to borrow more money.

We have looked at a number of hypothetical fiscal policies you
could pursue of having the debt level as we see it today, and we
saw it last year, as we could see it get even worse. Under any of
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those scenarios, we are going to start experiencing a very heavy
debt load after my generation retires. So it makes a few years’ dif-
ference as to when the trajectory really takes off, but only a few
years.

What is most important is not the level of debt we hold as we
go into the baby-boomer retirement but how much can the econ-
omy—can our kids—afford to give us as we retire.

As you said, when the swing takes place, when we start paying
out more than we are taking in in payroll taxes, 2011 or so, wheth-
er we have a trust fund doesn’t matter at that point in some ways.
The options for the Federal Government at that point are the same
whether or not you have a trust fund, because those bonds have
to be turned into cash. So you are going to have to raise taxes, cut
other spending, or borrow from the public to get the cash to pay
off the beneficiaries. That is the same whether or not we have a
trust fund.

So the real impact depends on how many resources we are taking
from our kids, not what the level of the trust fund is in this case.
But you are right that the lower the debt level the easier it would
be for us to borrow, but that is a temporary or, if you will, ephem-
eral effect. Because eventually, no matter what our debt level, we
are going to have to borrow or change other policies by very signifi-
cant amounts.

Mr. PRICE. I understand that the longer term challenges are
daunting. Nonetheless, these years of projected debt reduction are
years that we had counted on and that in fact both parties had
counted on and had pledged their fealty to not touch the Social Se-
curity and Medicare surpluses and apply this to debt reduction so
that we would get this debt service off our backs and be more pre-
pared to meet our obligations in the next decade. So I think we are
going to have to come to terms rather quickly with the abrupt re-
versal in those projections.

Do you have the full debt numbers that I requested initially?

Mr. CRIPPEN. Two trillion dollars.

Mr. PRICE. Two trillion at what point?

Mr. CRIPPEN. 2006.

Mr. PRICE. At the end of the 10-year period?

Mr. CRIPPEN. My guess is about three.

Mr. PrICE. If you could clarify those numbers for the record, it
would give us a point of comparison. If you will, when you furnish
those numbers, put alongside them the projections from this point
last year.

Thank you, Mr. Chairman.

Chairman NUSSLE. Mr. Brown.

Mr. BROWN. Thank you, Mr. Chairman.

Dr. Crippen, thank you for coming to bring your words of wisdom
to us today and sitting around the table and listening to all the
comments about how bad things are. It was so nice when I first
came up last year as a freshman to hear how good things were. It
is amazing how things could change so rapidly in such a short pe-
riod of time.

I heard different ideas about how we might be able to make a
difference. I noted somebody mentioned 1.8 million folks out of a
job that were working last year. You know, the House passed two
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stimulus packages and sent them to the Senate. I believe I heard
you—somebody commented about a report you made that you said
that maybe none of those things would work. Did I understand that
correctly; that nothing in the stimulus package might change the
position in which we find ourselves?

Mr. CrIPPEN. We said that there are a lot of reasons to be skep-
tical, not that necessarily it wouldn’t work, and to be skeptical be-
cause it takes a long time to implement any of those stimulus pack-
ages. Some of them do not put money into people’s hands so they
can buy things very quickly. So at this point, what we are saying
is it would take a long time to get something that probably would
kick in anytime soon.

Mr. BROWN. Weren’t we going to give an immediate tax relief for
people and tax rebates last year and weren’t we going to extend the
unemployment benefits from 16 weeks to 39 weeks and weren’t we
going to accelerate depreciation for businesses so it would give
them incentive to purchase additional equipment?

Mr. CrIPPEN. Right.

Mr. BROWN. None of those things might not be of benefit?

Mr. CrIPPEN. They may be of benefit. What we are saying in our
response to Chairman Conrad in the Senate was that, of the things
that were being discussed at that time—and I think he actually
listed them—some were better than others. Things like a payroll
tax holiday probably will give you more consumption, if that is your
goal, than marginal tax rate cuts in 2006. That kind of makes
sense.

Some of the changes in taxation of capital, as you are saying,
such as eliminating the alternative minimun tax (AMT) reward
past behavior more than they stimulate future behavior. An invest-
ment tax cut, on the other hand, would lower the cost of new cap-
ital immediately, and that could have a more positive impact than
changing taxation of capitol that has already been purchased.

So all we are doing is looking at the timing of these various
things. That is not to say they might all be salutary or not salutary
at all, but if your objective is to get people and companies to spend
as fast as possible, some packages are better than others.

Mr. BROWN. Then I guess, since your background is in invest-
ments also, you know, some of us had proposed cutting the capital
gains tax thinking that this might help stimulate more invest-
ments, too. How do you feel about that proposal?

Mr. CrIPPEN. It certainly might over the long run. My guess is
that, in the short run, it wouldn’t have much effect on capital ex-
penditures.

Mr. BROWN. But did I hear you earlier say that one of the losses
of revenue was in the capital gains section?

Mr. CRIPPEN. Sure. It is in capital gains realized, not just in cap-
ital gains taxes. So something has to induce people—you are sug-
gesting—to realize capital gains that increase revenues some. If
your goal is in the very short term to get companies to invest,
changing the capital gains rules might not have that impact.

Mr. BROWN. I guess my finishing statement is, I don’t think we
can criticize the President for the economy if we are not going to
give him the tools in order to try to make things better. Thank you.

Chairman NUSSLE. Mrs. Clayton.
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Mrs. CLAYTON. Dr. Crippen, thank you for being here. I guess I
am the one that is holding you up.

Mr. CRIPPEN. There is no place I would rather be.

Mrs. CLAYTON. He is smart and charming. How about that?

I do want to thank you for your testimony. For those of us who
are trying to follow your explanation it certainly helps us. So I am
appreciative not only of your written word but also of the expla-
nation you are trying to put on it.

I would like for you to explain, the deficit. You are making a new
assessment of the deficit. Now it would be something like %21 bil-
lion for this year. And on your chart here, you say why. As one of
my colleagues tried to make the distinction between the economic
and the technical changes, but, whatever the reason, on this page,
this column, is we now have a $21 billion projected deficit that we
didn’t anticipate earlier.

Mr. CRIPPEN. Right.

Mrs. CLAYTON. Did I misunderstand you earlier, that the debt
really wouldn’t make that much difference in the economy? Was
that relative to the extension of that statement as it relates to the
trust fund for the Medicaid and Social Security?

Mr. CRIPPEN. It was more related to the trust fund.

Mrs. CLAYTON. Rather than this deficit piece. So having the def-
icit which means that we have a debt does indeed affect the econ-
omy.

Mr. CRIPPEN. In this case, there are a lot of macroeconomists
who would say that. Whether you call it Keynesian or not, it might
be a good thing to have a deficit so that we can get the economy
rolling again. Or, put the other way, it may be a bad thing if we
were running big surpluses right now because that would mean the
Federal Government was actually helping to restrict the economy
or contain it. So in some sense it is not necessarily a bad thing that
we have a deficit. Some of my colleagues would say it is appro-
priate.

Mrs. CLAYTON. So it depends on the situation in terms of society
if we need to deficit spend in order to do certain things.

Mr. CRIPPEN. Right.

Mrs. CLAYTON. Along that line, we have needs to fulfill our com-
mitment to Social Security. We have needs to address issues in so-
ciety like prescription drugs or like Patients Bill of Rights or other
areas that we know that would need. And to the extent that we are
not able to do that, obviously, society is not helped. But some of
this spending is not discretionary. Prescription drug may be discre-
tionary, but Social Security is not.

Whether we are deficit spending or not, our obligation is to our
veterans. Our obligation is to those that are in those fixed obliga-
tions, whether it is Social Security or Medicare. The deficit we are
going to spend and I want my colleague to hear, it is not an option
whether we spend or not. There are some things we are going to
spend because we are obligated to spend. In my own judgment,
there are some things we ought to spend that we are not going to
spend for. So it is not a question of whether we spend or give a
tax break. The question is how we spend and to what extent we
incur debt.



50

The issue is, if indeed having so much debt will to deter the abil-
ity of the economy to raise the quality of life for people, we need
to do something in public policy that would stimulate that.

Am I right so far?

Mr. CRIPPEN. Absolutely. I couldn’t have said it better.

Mrs. CLAYTON. You get better and better.

I tell you what. You said that the consumers were doing their
part and their spending didn’t go up 5 percent, but went up 2.5
percent. But the area that you found a void or deficit was business
capital investment, right?

Mr. CRIPPEN. Right.

Mrs. CLAYTON. Well, I think the Bush administration wants to
give a big corporate tax benefit. Now, I am assuming that projec-
tion is based on the fact that, if we did that, we would speak to
businesses not investing. Well, the tax that they are proposing is
that one of the responses you made to Senator Conrad? Or is that
a different tax?

Mr. CRIPPEN. The AMT was certainly one of those.

Mrs. CLAYTON. Let me ask the question then. How do we get
businesses to invest their capital so that the economy can be stimu-
lated? Do we do it by the proposal you have heard, the one of the
corporate tax break? Does that help? If so, how fast can we do that?

Mr. CrRIPPEN. We are skeptical of at least one of the proposals
that has been talked about and I think the House passed, which
is a major change in the alternative minimum tax for corporations.
While its repeal may have positive effects in the future, mostly
what the retroactive part would give corporations is a benefit for
capital they have already invested. So it doesn’t have a
stimululative impact. It is more of a retroactive effect.

Mrs. CLAYTON. What was the tax relief for those that invested
in foreign countries? They got a tax break. How did that help us?

Mr. CrIPPEN. I think you refer to the FSC.

Mrs. CLAYTON. Does that help the economy?

Mr. CRIPPEN. They can. Although the international trade organi-
zations have now said the provision is not legal in their view, es-
sentially what the provision does is companies who earn revenues
abroad a lower tax rate. So to the extent that other economies are
allowing our corporations to sell and our people to work and build
things to be sold abroad, that means that there is an added bonus
to doing that. So it could help. But that is not a big revenue loser
or something that is much in play.

Mrs. CLAYTON. I know you say you are not policy, so you are not
going to recommend it, but what in your judgment of these options
on the table would speak to the lack of businesses investing their
capital to stimulate the economy?

Mr. CRIPPEN. First, consumers have to keep up their end. As we
have said, they have been doing pretty well. But without consumer
spending, without people buying the things corporations and busi-
nesses make——

Mrs. CLAYTON. It is hard for them to do that when they don’t
have jobs. It is hard for them to do that when they are losing their
retirements. It is hard to keep that up.

Mr. CRIPPEN. It is all related. But, in addition to consumption,
there are things that you could do to change the price of capital
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for companies. One of the things that was done in the past, for ex-
ample, was to complement an investment tax credit, which simply
gave a credit for the price of a machine simple example. But prob-
ably the primary thing you could do is reduce the cost of capital
to the point where companies have the rate of return that their
shareholders and owners demand.

Mrs. CLAYTON. Greenspan has been doing that, hasn’t he?

Mr. CRIPPEN. On the short term interest rate, certainly. The cost
of borrowing in the short run has gone down considerably, and the
money supply has been growing at a 10 percent rate recently. All
of those things should help. Policies that you can pursue would be
to reduce the cost of capital in a generic sense which would help
companies that are close to being ready to invest, it would push
them over the edge and increase investment demand.

Inventory should kind of take care of itself. If consumers are buy-
ing and inventories are too low, companies will start building their
inventories again. That was the other piece of the downturn that
we didn’t expect, was heavy inventory sell-off.

I am a little pessimistic that at this point there is anything you
can do in the very short run that would dramatically change the
outlook. Because this is going to be a slow recovery you may have
plenty of opportunities here to think about ways to help over the
next several quarters.

Mrs. CLAYTON. Thank you very much.

Chairman NUSSLE. Director Crippen, thank you very much for
your testimony today, for presenting the good, the bad, the ugly.

Mr. CrIPPEN. I am the ugly, see.

Chairman NUSSLE. In years past I have been critical about
CBO’s projections and the way that they can be unpredictable. I
don’t know if there is any way that anyone could have predicted
this last year one way or the other. Certain things were, I suppose,
predictable. But what you have reported today had a lot to do with
things that were out of everyone’s control. We appreciate the way
ﬁou have given us the news straightforward, the way you always

0.

For purposes of announcement, we will be taking testimony from
Mitch Daniels, OMB Director, February 5; Treasury Secretary
O’Neill on February 6. Unless I am aware of any other time, it will
be 10 I believe. OK. 2:30 for the 5th and 10 for the 6th. Hopefully,
we will be back in the Budget Committee room at that time.

There is no other business before the committee, we will stand
adjourned.

[Whereupon, at 4:25 p.m., the committee was adjourned.]
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